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FINANCIAL HIGHLIGHTS .
(in thousands, except per share data) 2004 2003 2002 2001 2000
Revenues . ' . $ 598,933 $ 465,732 $ 346,701 $ 308,734 $ 276,208
Funds from operations: ‘" . . ’ -
Net income applicable to common shareholders - $ 219,056 $ 189,056 $ 69,368 $ 65,110 $ 73571
Depreciation and amortization of real estate inf/éstmenis 130,536 93,174 76,462 63,200 52,974
Equity in net income of joint ventures ’ _> (40,895) (44,967) 132,769) T (17,010) (17.072)
Gain on sale of joint venture interests - ’ - (7,950) . - - t -
Equity in net income of minority equity investment ‘ . - - - {1,550) .16.224)
Joint ventures' funds from operations . ) L . 46,209." .' 47,942 44,473 31,546 30,512
Minority equity investment funds from operatlons e - - - €,448 14,856
Mmonty equity interests (OP Units) - ’ T . 2,607 1,769 1,450 1,531 4,126
Gain on sales of depreciable real estate, net o (68,179) (67,352) (4,276) (16,688) (23,440)
Cumulative effect of adoption of a new accounting standard 3,001 - - - -
Funds from operations available to common shareholders 292,335 211,672 154,708 132,587 129,303
Preferred dividends ' 50,706 51,205 32,602 27,262 27,262
Funds from operations ' $ 343,041 $ 262,877 $ 187,310 $ .159,849 $ 156,565
Net operating income® ' g $ 402,193 $ 306,746 $ 232,607 $ 213,040 $ 196,193
Real estate (at cost)® N ’ / - $5,603,424 $3,884,911 $2,804,056 $2,493,665 $2,161 810
Per share (diluted): - . _. - ’
Net income ' . $ 224 % 227 % 107 $ 1.17 - % 1.31
Funds from operations difuted®' $ 295 . $ 2.51 $ 235 - ¢ 2.38 3 2.19
Dividends declared (per share) R $ 1.94 $ 1.69 $ 1.52 $ 1.48 3 1.44
Weighted average shares (diluted) ) 99,024 84,188 . 64,837 55,834 56,176
Weighted average shares and OP Units {diluted) 99,147~' 84,319 65,910 56,957 59,037

1} The Company believes that Funds From Operations (“FFQ"), which is a non-GA'AP financial measure, provides an additional and useful means to assess the financial performance of reat estate investment trusts
{"REITs"}. It is frequently used by securities analysts, investors and othér interested parties to evaluate the performance of REITs, most of which present FFO along with net income as calcuiated in accordance with
GAAP. FFO does not represent cash generated from operating activities i accordance with generally accepted accounting principles and is not necessarily indicative of cash availahle to fund cash needs and shqu!d

not be considered as an alternative to net income as an indicator of th€ Company's operating perfurmance or as an alternative to cash flows as & meastre of lguidity.

12; Net operating income eguals income before depreciation. amortization, Interest expense, equsty income of jotnt ventures and minerity equity mvestment minority intergsts, gam/ioss on sales 07 resl estate and

impairment charges, _
(3} Does not include property owned through joint ventures. )
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The open-air shopping (_:en'ter is now the destination of choice
for millions of everyday shoppers across the country. And for
many good reasons. There's usually one close by. They're easy
to get to and certainly more convenient to use than a mali:
shoppers can pull up to the door, walk inside, find what they
need, hop back in their cars and be on their way.

That's an attractive benefit for today’s shopper. Even more so
when that pa.rticrular open-air center happens to be populated by

an outstanding mix of the most popuiar merchants in the nation.

Today, we are the largest open-air community shopping center
REIT in the country. Providing our tenants with everything they
need to succeed: a well-positioned location surrounded by an
optimal demographic mix. Yet, even with everything we've
accomplished this past year, and even with all the possibilities
we've solidly positioned ourselves for in the future, our main
abjective is not to just get bigger.

Just better.
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If we operated like an ordinary company, our returns would
probably be ordinary as well,

But at Developers Diversified, we've always tried to consider

the possibilities others have not, envisioned the ways of forging
opportunities that weren't obvious. This is not a matter of playing
hunches, but carefully applying our considerable expertise and
equity towards situations that will firmly work in our favor.

Some of our inspired strategies for securing capital while
spreading risk include our pioneering the effective use of joint
venture partnerships as a cornerstone of our capital markets
strategy. For instance our MDT Joint Venture raises the funds to buy
fully leased and stabilized community shopping centers — our core
portfolio focus — with Developers Diversified retaining a 14.5%
interest in the properties, as well as total management controi and
all associated fees. In some cases, some of the assets the joint
venture invests in are properties from Developers Diversified's own
development pipeline. Qur co-investors agree to terms that provide
Developers Diversified with favorable returns because they know we're
good at what we do, and that in the end, they'll benefit as a result.
Success breeds success, Last year, the nearly $1 bitlion raised in
equity capital-through all joint ventures was used in the§ acguj 20







We are the largest landlord to many of the nation’s most
successful retailers. -

At times, we are also their biggest supporter.

We enjoy a particularly close relationship with our tenants,

A relationship based on mutual respect and trust. Many invite
u<; into their “inner circle” to help address their particular
ChaHenge_s or assist in discussions involving expansions,
prototypes and-opportunities. .

feium, we can als6 share our own ambitions. There's really
o holding back by either side. And when everybody -at the party
Enows they can be candid and upfront about their wants, needs

‘plethora of néw retail formats and prototypes is probably
Jof thie ‘greatest changes ‘going on in the business. Thanks to
omfortable dialogue and unreserved exchange of ideas we
Cwith ‘'our tenants, we. are -abte to\anticipate and: provide for
it needs, Together we are prenegotiating form leases, letters
of intéent and -purchase ‘agreements which eliminate “cat and

56" games regarding terms and conditions altowing us to
trate on the economics necessary to expeditiously
gomplete a transaction.

gmi concerns, opportumttes surface that ultimately lead to deals.

As a result of these relationships, many of the new concepts

being built were first opened in Developers Diversified's properties.
With the increase of retailer innovation for open-air retail ‘
environments, many more will be forthcoming.

For example, when the real estate department for JCPenney
was charged with the responsibility of opening three new pilot
prototypes in an open-air environment, Developers Diversified
was at the forefront. With open dialogue and a high level of
respect and trust, a transaction was consumated in approximately
45 days and the prototype was opened eight months latet. Today
that prototype is the basis for JCPenney’'s new store exgans;on
program, with numerous other opportunities being discussed
within our existing core portfolio and development pipgline. .

Similarly, when Limited Too announced the introduction of the
Justice brand, they turned to us to assist with the taunch of '
that chain. We have since opened about 10% of their new s’éore e
prototypes and are actively working on numerous others.

e
E=J

The opportunity to partner with innovative retailers is a high'
honor enjoyad by very few. This relationship is a credit to-our %
outstanding people and the quality of our assets.
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It was a very active 2004 for Developers Diversified, a year that
kept us all quite busy.

Yet, we feel more energized than ever. We look out and see...
that much more opportunity over the horizon.

As well as making some significant acquisitions in 2004, we
also made some smart sales. Most notably, $332 million worth
of certain assets which significantly reduced our exposure to the
neighborhood grocery-anchored property types, while sharpening
our focus on community shopping centers,

To that end, we currently have $75O mill_ipp'ifhv.t‘he development
- pipeline, including projects in-progress and in“predevelopment. -
And in 2004, we generated retained capital of over $115 million to... - *

reinvest in new opportunities that will come afong. .7 Sl

More and more retailérg.are’reinventing-_,théfr’fselvési'ahd their .

formats, and they'll be-coming to Developers Diversified to make ' -7
it happen. Often times, they desire to.move into what has surely

become a very popular typé of retail format in the industry today,

the Lifestyle Center. Given the fact we entered into that format

very early in the game and, to our knowledge have more cariital'

empioyed in it than any other public company, it just makes good

sense that retailers would turn'to us. -

Qver 80% of the gross leasable area of the Benderson portfolio we
“gequired is in New York and New Jersey, which not only expanded

ouf geographical presence but improved our already
~ strong relationships with retailers as well.

Truly, there are no boundaries to what
Developers Diversified can achieve in the coming
years. Not even an ocean.can stand in the way.

Our geographical diversity will now also stretch into Puerto Rico.
Overnight, we became the dominant player in the Caribbean. At
the same time, we gave ourselves the opportunity to learn about
a different culture and prepare us for other possible international
expansion in the future.

To be sure, many U.S. retailers are looking to migrate to other
parts of the world. When they're ready to make the jump, we'll
be there to help. We’ll get together to discuss some ideas that
will mutually benefit them and Developers Diversified.

We're always open for that.
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Over the years, we at Developers Diversified Realty have
géined a reputation of being straight shooters.

;. We pride ourselves in the breadth and depth of our investor

;disolosure. We've been praised for our forthrightness in our

: "Quartefly disclosure supplements and our quarterly investor
conferencé 'caIILS‘.‘We'-vg won Tecognition by the Institutional
Shareholder ’Sérv‘i?:"ea‘sh?ar a Corporate Governance Qudtien_t
Rating of 96.4. o

¥

In a word, we're very open.

And why not? We have a lot to be proud of. And it feels good
sharing the news about our successes, our new transactions
and developments, and our vision and outlook for the future:

In 2004, with the closing of several large transactions,
Developers Diversified became the largest open-air community
shopping center REIT in the country. With approximately 470
retail operating and development properties in our portfolio

letter -

from the CEQ

representiﬁg 108 million square feet of gross leasable space,
we generated over $219 million in net income applicable to -
common shareholders and leased approximately 6.5 mitlion ’
square feet of shopping centerlspace. . E
As a result, in 2004, 'our net income applicable to common
shareholders grew by 16% while FFO per share (diluted) grew
by 17.5%. We generated a total shareholder return of 39% and
increased the common dividertd by 17%.

This is nothing new to Developers Diversified or to our shareholders.
We have consistently delivered year after year, as a glance at our
performance over the past\five woulid attest. We are proud to share
that we recently received thé highest performance yating in Forbes
Magazine's annual REIT Report Card. The magaziné also named
us the best investment value in the communif’y center category.

While it's always nice to ge{ bigger, we're even more pleased
to have earned a spot in the S&P Midcap 400 and to outperform
the REIT industry by 34% over the past five years.




We continue to increase the value of Developers Diversified,
because we’ve stuck to our internal growth strategy of securing
the finest open-air location in each market and putting together
the greatest collection of retailers, which together offer

the consumer the best possible combination of value and
convenience. Thanks to the superior location and quality of
our centers — and the proven sales they help generate for

the merchants as a result — we not only have the loyalty

of our tenants but their commitments on long-term leases

with built-in rent steps, as well. In 2004, our average rent
spread on new leases was 22%, while our average increase on
renewals was 8.0% for a blended average rental rate increase
of nearly 11.5%. These increases, when coupled with our
average contractual rent step of approximately 7% and sustained
high occupancy levels, create the basis for our internal growth
metric. Looking into 2005, nearly 20% of our portfolio is either
coming up for renewal or subject to contractual rent increases,
and from those opportunities alone we expect to generate
approximately $12 million in incremental revenue.

Another source of internal growth is generated through
earnings from ancillary income which, in 2004, produced over
$6 million, representing an increase of 29% over 2003, Our
New Business Development group develops income opportunities
in non-traditional areas such as energy management, trash
management, special events and temporary and
seasonal leasing of in-line space, carts and kiosks.

Just as important as increasing the value of
every property we own in our core portfolio is
acquiring the right properties. We try to accomplish this

by employing a three-prong external growth investment strategy
that: utilizes joint ventures to invest in fully-stabilized community
centers; utilizes joint ventures to pursue value-added acquisitions
that self-funds our ground-up development on our balance sheet
through retained earnings, generating the highest yield per
invested dollar.

In 2004, we accessed nearly $1 billion in funds through our
joint ventures. More than half came from the Macquarie DDR
Trust (MDT), our Australian-based Listed Property Trust with
Macquarie Bank Limited, which focuses on acquiring ownership
interests in institutional-quality community center properties
in the United States exclusively with Developers Diversified.
Through this joint venture, MDT acquired a majority interest

in 26 community shopping centers with an aggregate purchase
value of $635 million, which represents a yield of 7.6%.
Developers Diversified retained a 14.5% interest along with
operational control of all the assets, earning long-term fees
for property management, leasing, construction management,
acquisitions, due diligence, dispositions (including outparcel
sales) and financing. The ability to utilize this relationship to
access the Australian capital markets assisted Developers
Diversified in the $2.3 billion acquisition of properties from
Benderson Development Company.

Acquiring high quality assets that are already 94% leased,
such as in the Benderson deal, is consistent with our core
asset investment strategy. But we also entertain ideas
concerning underperforming properties which face operating
challenges but have excellent potential. That's why we have
established an investment vehicle for value-added redevelopments.
The Coventry Real Estate Fund Il is a $330 million fund whose
participants include a stellar list of pub‘llic.a‘nd private pension
funds and foundations. When combined.with Developers
Diversified's co-investment of 20% and Iévéred at 65% loan

to value, $1.1 billion is available to invest in redevelopment
opportunities. In 2003, the fund acquired a mall redevelopment
property in Kansas City and last year acquired properties in
Phoenix, Seattle and Los Angeles. We also executed a forward
commitment development agreement with David Berndt
Interests to develop a 600,000 square foot community center
in San Antonio, Texas, anchored by Target, Lowe’s and several

medium size boxes.

In addition to our joint venture acquisition activity, we continue
to make progress with our own $750 million development
pipeline. In 2004, we substantially completed development
projects with an aggregate cost of over $300 million, and we
anticipate substantial completion of development assets with
an aggregate cost of approximately $100 million in 2005 and
$160 million in 2006. This program is highly
accretive, as we will capture the net asset
value spread of up to 500 basis points
between developing to 11%+ unleveraged
first year returns, compared to the value
creation of fully stabilized assets priced at 6% to 7% yields.

This spread will ultimately manifest itselfin greater FFO,
enhancing the Company’s long-term earnings growth.

Our open-air community centers offer time-starved consumers
convenient targeted shopping destinations with great values.
Our Lifestyle Centers offer shoppers the same convenience
with a tenant mix of specialty shops and restaurants from the
enclosed-mall sector in an upscale setting featuring architectural
amenities designed to enhance the shopping experience.

We presently own and manage Lifestyle Centers in Chicago,
Denver, Kansas City and Los Angeles.

Significant market share shifts continue to occur between
retailers typically found in enclosed maills and those that
populate open-air venues. Many are under extreme pressure
and suffering compressed margins on a consistent basis.
These traditional mall-based retailers either must follow the
consumer to the preferred shopping venue or risk losing a
customer. And who are these merchants? Some include The
Gap, Bombay, Wilson's Leather, Yankee Candle, and even the
likes of Sears, Macy’s and JCPenney, who once were content
simply playing the role as anchors for every successful mall.
In a low-inflationary economy and a price-deflationary retail
environment, operating in an open-air venue with comparable




sales per square foot, at a;fraction of the cost of the enclosed-mall
operating cost, is a model even they cannot overlook.

So, now the gquestion is, how are these traditional mall stores
going to fit into an open-air center both physically as well as
figuratively? Do they get bigger? Do they get smaller? What's
the right size? What's the right configuration?

Actually, many are working directly with us to answer these
questions. We enjoy"é"\dé‘rticularw close relationship with our
tenants. Based on our Bast working relationship, they feel
comfortable and confident enough to confide in us. And we
in them. It's through this refreshingly close contact and
continuous dialogue that we find out what markets are a
target, and we help take them there.

Actually, in the coming months, one of the places we may take
these retailers will be New York or New Jersey or one of the
other nine states where the new properties we acquired from
Benderson Development Company are located.

This portfolio of 107 retail real estate assets was purchased
for $2.3 billion, funded through a combination of assumed
debt, new debt financing, asset transfers/sales and common
and preferred equity offerings. It is a highly accretive transaction,
generating approximately. $0.25 in annual incremental FFO on a
leverage-neutral basis. These are well maintained
assets in market dominant locations. The
tenant credit base is outstanding with many
anchor stores on leases. These properties
strengthen Developers Diversified’s position
as one of the largest landlords to the nation’s most successful
retailers, improving thé!value of our overall franchise by adding
23 more leases with Wal‘Mart (13 total locations, 12 leases,
six Supercenters), Target (eight total locations, six leases)
and Home Depot (six total locations, five leases).

This acquisition was the largest in our company's history and
will have a significant impact on our future earnings. One very
important strategic implication of taking over the Benderson
portfolio was geographic-diversification. Before this deal,
Developers Diversified was well represented throughout

the United States, with the exception of New York, where

19 million people reside and where a large market we were
not serving was waiting. This was a very important reason
we pursued the deal. Another was the similarity of Benderson’'s
portfolio to our existing core portfolio in terms of size, tenant
mix and market dominant locations.

in summary, this transaction enhanced our geographical
diversification and puniped up our tenant credit profile,
while greatly expanding our relationships with the nation’s
leading retailers.

Still, some critics wondered if it was a good move given
New York state’s static economy. It's a fair question.

We like to invest where retailers want to be and we found a
great deal of enthusiasm by retailers who felt they were under
represented in this region. The truth is, a market doesn't have
to be rapidly growing in order for it to be a strong retail market.
The real question is: are these |ocations well positioned to
serve the existing population and is that poputation sufficient to
produce appropriate results? Regardless of geography, the main
tenants within the portfolio responded with an emphatic yes.

Many think that you should concentrate all your investments
in markets that are rapidly growing, but we find that markets
that are rapidly growing are also rapidly changing. Indeed, in a
“growing” market, it's not just the population that grows, but
the transportation infrastructure which can create an unstable
situation for an existing shopping center. Every time you build
a new freeway, it creates new supply; it creates new competition.
Not only that, it can easily change the demographics. Go to
any fast growing metropolitan market where it seems they're
building a new highway everyday. That can make a shopping
center vulnerable, because if the population moves to the
outer belt, who will support it? So, at the end of the day,

that shopping center may not live up to its past performance.

That's why some of the most stable retail markets are those
in the Northeast and Midwest where the infrastructure and
population are mature.

Our focus is securing assets in supply-constrained
markets. And, in 2004, we entered into an
agreement that will move us into another new
market that may well prove to be the ultimate
example of supply-constraint, Puerto Rico.

In the first quarter of 2005, we completed the acquisition of
15 operating retail assets, which were 97% leased, from privately
owned Caribbean Property Group. Developers Diversified now
owns three of the top ten and 13 of the top 50 largest retail
assets on this densely populated island. Puerto Rico's economy
which is fueled by consumerism, and its obvious physical barriers
that limit supply, create a highly productive retail environment.
Most assuredly, there will be no new roads built to take the
market away from this particular retail paradise.

Moreover, Puerto Rico can be a true catalyst for future growth
for Developers Diversified. It gives us an opportunity to “dip
our toe in the water” in offshore investment and do it in a
context that really does not present the sovereign risk that
other international investments have, because Puerto Rico
is a commonwealth of the United States. We will still be able
to learn about a different culture and prepare for further
international expansion. In one transaction, we established
ourselves as a potential partner or acquirer of these

offshore properties.

It is also interesting to note that in Puerto Rico most major
retail categories are only represented by one of the leading




merchants that trade in that category. Wal-Mart is there,
Target isn’t. Best Buy is there, Circuit City isn’t. Borders
is there, Barnes and Noble isn't. Yet, it is logical that the
tenants absent from the market will desire locations as
external expansion becomes more acute. When they're ready,
Developers Diversified is going to be uniquely positioned

to accommodate their needs, either through expansions or
creative redevelopments.

All this excitement could not have occurred without robust
capital activity in 2004. We added nearly $4 billion in assets
during the year. Yet, because of the previously stated financing
strategies we have in place with our joint ventures, the sale

of assets enabled us to retain capital and maintain a strong
balance sheet. In fact, due to the strong demand for
Developers Diversified securities, we used the proceeds from

a $250 million offering of seven-year senior unsecured notes,
a $170 million offering of Class | Cumulative Redeemable
Preferred Share paying a 7.5% annual dividend, and a $490
million common stock offering to Goldman Sachs to fund the
portfolio acquisition of Benderson Development Company. In
addition to approximately $300 million in proceeds generated
by sales of neighborhood grocery-anchored centers to joint
ventures and other asset sales, including approximately

$160 million of sales toc the Company's joint venture,
Macquarie DDR Trust, at the end of 2004, we
issued $250 million of common stock to fund the
acquisition of the $1.15 billion portfolio from
Caribbean Property Group.

After reviewing the activity of the past couple years, one
might wonder if this is a company that relies on major portfolio
acquisitions in order to grow. Is that our game, and how much
longer can we possibly continue this rate of growth?

The shopping center business is experiencing a period of
consolidation. The larger professionally managed, better-capitalized
companies will be the consolidators by virtue of their asset
quality, portfolio size, locations in prime submarkets and
strong tenant relationships.

But it’s important to understand that our business model

does not rely on any acquisitions in order to deliver the income
growth that our shareholders expect and that we demand.

Our model works on a combination of the internal growth of
our core assets through the steady capture of rent increases,
maintaining high occupancy levels and the reinvestment of our
retained earnings into high yielding opportunities in development
and redevelopment. Through those three components alone,
none of which requires us to issue new equity or identify
additional third party capital, we can sustain a growth rate

in the six to eight percent range on a per annum basis,

which places us in elite company within the industry.

A

When acquisitions present a compelling opportunity, we
ensure that the portfolio fits our core strategy and provides
appropriate-long term value creation for our shareholders.

We concentrate on improving what we already have, confident
in the knowledge that our internal growth strategy continues
in perpetuity.

This was always the vision and drive of the founder of
Developers Diversified, my father, Bert L. Wolstein. Though
this company enjoyed many great gains in 2004, we did
suffer one very significant loss: On May 17, my father, Chairman
Emeritus and Director, passed away at the age of 77.

| know I'm not alone in my sorrow. For though | had the
benefit of an entire lifetime of learning from this great man,
he was also a wonderful mentor to those he brought along in

_0e business. And there were many. He believed in giving

people a chance, teaching them, entrusting them with the
opportunities to prove themselves. We were all made better
for it, and today, this idea of providing a guiding hand and
cultivating our own homegrown talent continues on with our
very successful Management Training Program. Given the
quality and integrity of the able men and women coming
through it, my father would be very happy to know that
Developers Diversified will be in capable hands for many,
many years to come.

I'd like to part with a few words from my
father's autobiography. Mindful of the open
nature of this annual report, and this company,
I can think of no better way to close this letter:

“Never lose your common sense — there is no substitute for it.
Common sense and instinct play an'important role in the decisions
successful businessmen make every day. Look within yourself

for the answers. Listen to other people, but make your own L
decision because you think it’s right.”

Scott A. Wolstein
Chief Executive Officer and Chairman of the Board
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CONSOLIDATED COMPARATIVE SUMMARY OF SELECTED FINANCIAL DATA

(Amounts in thousands, except per share data)

For the years ended December 31,

2004 2003 2002 2001 2000
Revenues (primarily real estate rentals) $ 598,933 $ 465,732 $ 346,701 $ 305,734 $ 276,208
Expenses:
Rental operation 196,740 158,986 114,094 92,694 80,018
Depreciation and amortization 131,577 93,155 76,155 62,389 52,431
Impairment charge - - - 2,895 -
Total 328,317 252,141 190,248 157,978 132,446
interest Income 4,235 5,082 5,908 6,425 4,333
Interest Expense (129,659) (88,837) (75,754) (79,819) (75,274)
Othetr expense {1,779) (10,119) (1,018} - (646)
Total (127,203) (93.874) (70,867) (73,394) (71,587)
income before equity in net income from joint ventures, gain on sale of
joint venture interests, minority equity investment, minority interests,
income tax of taxable REIT subsidiaries and franchise taxes,
discontinued operations, gain on disposition of real estate and
cumulative effect of adoption of a new accounting standard 143,413 119,717 85,585 74,362 72,175
Equity in net income from joint ventures 40,895 44,967 32,769 17,010 17,072
Gain on sale of joint venture interests - 7,950 - - -
Equity in net income from minority equity investment - - - 1,550 6,224
Minority interests (5,013) {5,365) (21,570) (21,502) (19,593)
ircome tax of taxable REIT subsidiaries and franchise taxes (1,469) (1,626) (742) (803) (875)
Income from continuing operations 177,826 165,643 96,042 70,617 75,203
Discontinued operations:
Income (loss) from discontinued operations 1,734 226 (1.777) 3,458 2,190
Gain on sale of real estate, net 8,561 460 4,276 - 852
10,295 686 2,499 3,458 3,142
Income before gain on disposition of real estate 188,121 166,329 98,541 74,075 78,345
Gain on disposition of real estate 84,642 73,932 3,429 18,297 22,488
Cumutlative effect of adoption of a new accounting standard (3,001) - - - -
Net income $ 269,762 240,261 $ 101,870 $ 92,372 100,833
Net income applicable to common shareholders $ 219,056 189,056 $ 69,368 65,110 73,571
Funds From Operations:
Net income applicable to commaon shareholders $ 219,056 $ 189,056 $ 69,368 $ 65,110 $ 73,571
Depreciation and amortization of real estate investments 130,536 93,174 76,462 63,200 52,974
Equity in net income from joint ventures (40,895) (44,967) (32,769) (17,010) (17,072)
Gain on sale of joint venture interests - (7,950) - - -
Equity in net income from minority equity investment - - - (1,550) (8,224)
Joint ventures' funds from operations 46,209 47,942 44,473 31,546 30,512
Minority equity investment funds from operations - - - 6,448 14,856
Minority equity interests (OP Units) 2,607 1,769 1,450 1,531 4,126
Gain on sales of depreciable real estate, net (68,179) (67,352) (4,276) (16,688) (23,440)
Cumulative effect of adoption of a new accounting standard 3,001 - = - -
FFO available to common shareholders 292,335 211,672 154,708 132,587 129,303
Preferred dividends * 50,706 51,205 32,602 27,262 27,262

$ 343,041 $ 262,877 $ 187,310 $ 159,849 3 156,565

Earnings per share data - Basic:

Income before discontinued operations $ 2.19 $ 2.30 $ 1.05 $ 1.12 $ 1.25
Income from discontinued operations 0.11 0.01 0.04 0.06 0.06
Cumulative effect of adoption of a new accounting standard (0.03) - - - -
Net income applicable to common sharehoiders $ 2.27 $ 2.31 3 1.09 $ 1.18 $ 1.31
Weighted average number of common shares 96,638 81,903 63,807 55,186 55,959
Earnings per share data - Diluted:
Income before discontinued operations $ 2.17 $ 2.26 3 1.03 $ 1.11 $ 1.25
Income from discontinued operations 0.10 0.01 0.04 0.06 0.06
Cumulative effect of adoption of a new accounting standard {0.03) - - - -
Net income applicable to common shareholders $ 2.24 $ 227 $ 1.07 3 1.17 $ 1,31
Weighted average number of common shares 99,024 84,188 64,837 55,834 56,176
Dividends declared (per share) $ 1.94 $ 1.69 $ 1.52 $ 1.48 $ 1.44
Funds from operations diluted® $ 2.95 $ 251 $ 2.35 $ 2.38 3 2.19
At December 31, 2004 2003 2002 2001 2000
Real estate (at cost)® $5,603,424 $3,884,911 $2,804,056 $2,493,665 $2,161,810
Real estate, net of accumulated depreciation ) 5,035,193 3,426,698 2,395,264 2,141,956 1,864,563
Advances to and investments in joint ventures 288,020 260,143 258,610 255,565 260,927
Total assets 5,583,547 3,941,151 2,776,852 2,497,207 2,332,021
Total debt . 2,718,690 2,083,131 1,498,798 1,308,301 1,227,575
Shareholders’ equity 2,554,319 1,614,070 945,561 834,014 783,750
Total market equity™ 5,560,516 3,474,190 1,968,762 1,674,160 1,263,342

{3} The Company believes that Funds From Operations {"FFQ"), which is a non-GAAP financial measure, provides an additionat and useful means to assess the financial performance of real estate investment trusts (“RE(Ts"). It is frequently
used by securities analysts, investors and other interested parties to evaluate the performance of REITs, most of which present FFO along with net income as calcutated in accordance with GAAP, FFO does not represent cash generated
{from operating activities in accordance with generally accepted accounting principles and is not necessarily indicative of cash avaitable to fund cash needs and should not be considered as an alternative to net income as an indicator of
the Company's operating performance or as an alternative to cash flows as a measure of liguidity. See Funds From Operations discussion in Management’s Discussion and Analysis of Financial Conditions and Results of Operations.

12) Does not include property owned through joint ventures.
13) Represents number of common shares and operating partnership units outstanding multiplied by the closing market price on the last day of trading for the year plus preferred shares and preferred partnership units at liquidation vatue.
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the consolidated financial statements, the notes thereto and the
comparative summary of selected financial data appearing elsewhere in this report. Historical results and percentage relationships
set forth in the consolidated financial statements, including trends which might appear, should not be taken as indicative of future
operations. The Company considers portions of this information to be “forward-looking statements” within the meaning of Section 27A
of the Securities Exchange Act of 1933 and Section 21E of the Securities Exchange Act of 1934, both as amended, with respect to
the Company’s expectations for future periods. Forward-tooking statements include, without limitation, statements related to acquisitions
(including any related pro forma financial information) and other business development activities, future capital expenditures, financing
sources and availability and the effects of environmental and other regulations. Although the Company believes that the expectations
reflected in those forward-looking statements are based upon reasonable assumptions, it can give no assurance that its expectations
will be achieved. For this purpose, any statements contained herein that are not statements of historical fact should be deemed to be
forward-looking statements. Without limiting the foregoing, the words “believes,” “anticipates,” “plans,” “expects,” “seeks,” “estimates,”
and similar expressions are intended to identify forward-looking statements. Readers should exercise caution in interpreting and relying
on forward-looking statements since they involve known and unknown risks, uncertainties and other factors which are, in some cases,
beyond the Company’s control and could materially affect the Company’s actual results, performance or achievements.

Factors that could cause actual results, performance or achievements to differ materially from those expressed or implied
by forward-looking statements include, but are not limited to, the following:

material shortages, resulting in increased debt service
expense and construction costs and decreases in revenue;

* The Company is subject to general risks affecting the
real estate industry, including the need to enter into new
leases or renew leases on favorable terms to generate

* Debt and/or equity financing necessary for the Compan
rental revenues; /o1 equity g y pany

to continue to grow and operate its business may not be
¢ The Company could be adversely affected by changes available or may not be available on favorable terms;
in the local markets where its properties are located,

. . ) * The Company is subject to complex regulations related
as well as by adverse changes in national economic

to its status as a real estate investment trust (“REIT”)

and market conditions;

e The Company is subject to competition for tenants from
other owners of retail properties and its tenants are subject
to competition from other retailers and methods of
distribution. The Company is dependent upon the successful
operations and financial condition of its tenants, in
particular certain of its major tenants, and could be
adversely affected by the bankruptcy of those tenants;

* The Company may not realize the intended benefits of an
acquisition transaction. The assets may not perform as
well as the Company anticipated or the Company may
not successfully integrate the assets and realize the
improvements in occupancy and operating results that
the Company anticipates. The acquisition of certain
assets may subject the Company to liabilities, including
environmental liabilities;

¢ The Company will be subject to Puerto Rican faws
governing certain properties acquired in 2005, with
which the Cempany has no prior experience;

* The Company may fail to identify, acquire, construct or
develop additional properties that produce a desired yield
on invested capital, or may fail to effectively integrate
acquisitions of properties or portfolios of properties;

e The Company may abandon a development opportunity
after expending resources if it determines that the
development opportunity is not feasible or if it is unable
to obtain all necessary zoning and other required
governmental permits and authorizations;

* The Company may not complete projects on schedule as
a result of various factors, many of which are beyond the
Company’s control, such as weather, labor conditions and

and would be adversely affected if it failed to qualify as
a REIT;

Partnership or joint venture investments may involve risks
not otherwise present for investments made solely by the
Company, including the possibility that the Company’s
partner or co-venturer might become bankrupt, that the
Company's partner or co-venturer might at any time have
different interests or goals than does the Company and
that the Company's partner or co-venturer may take
action contrary to the Company’'s instructions, requests,
policies or objectives, including the Company's policy
with respect to maintaining its qualification as a REIT;

The Company must make distributions to shareholders to
continue to qualify as a REIT, and if the Company borrows
funds to make distributions then those borrowings may
not be available on favorable terms;

The Company may fail to anticipate the effects on its
properties of changes in consumer buying practices,
including sales over the Internet, and the resulting
retailing practices and space needs of its tenants;

The Company is subject to potential environmental liabilities;

The Company could be adversely affected by changes in
government regulations, inctuding changes in environmental,
zoning, tax and other regulations and

Changes in interest rates could adversely affect the
market price for the Company’s common shares, as
well as its performance and cash flow.




EXECUTIVE SUMMARY

The Company strives to be the leading owner, developer and manager of market-dominant community shopping centers that provide the
very best environments for the nation’s most successful retailers, which can offer customers the most convenient shopping experience
at an affordable cost. The Company's investment strategy is to own and operate market-dominant community centers that draw shoppers
from the immediate neighborhood as well as the surrounding trade area. These properties typically have the following characteristics:

e 250,000 - 1,000,000 square foot, open-air shopping centers;

¢ Two or more strong national tenant anchors such as Wal-Mart, Kohl’s, Target, Home Depot or Lowe’s Home Improvement;
e Two or more medium-sized national big-box tenants such as Best Buy, Bed Bath & Beyond, TJ Maxx or Michaels;

¢ 20,000 - 80,000 square feet of small shops and

e Two to four outparcels available for sale or ground lease.

We believe the Company is well positioned to benefit from long-term trends in the retail industry, as retail sales have steadily
grown over the past 11 years, with a compounded annual growth rate of approximately 4%.

Growth in Retail Sales (Excluding Automobiles)
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In addition, there has been a continuing move in sales from traditional department stores, enclosed mall anchors and specialty
tenants and neighborhood groceries to discount department stores, open-air community shopping center discounters and super
centers. Discount retailers are capturing market share at the expense of traditional department stores.

Shift to Discount Retailers
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As a result, traditional department stores continue to migrate to the Company’s community shopping center format including:

Sears {Minneapolis, Minnesota) Dillard's (Kansas City, Missouri)
May Company dba Meier & Frank (Salt Lake City, Utah) Macy’s (Pasadena, California)
JC Penney (Minneapolis, Minnesota) May Company dba Jones Department Store (Leawood, Kansas)

In line retailers traditionally found in enclosed malls are also now seeking locations at the Company's open-air community centers
such as:

Aeropostale Children’s Place Lane Bryant Sephora

Ann Taylor Christopher Banks Liz Claiborne Sterling Jewelry

August Max EB Gameworld Maurice's Williams Sonoma/Pottery Barn
The Bombay Company Gamestop Motherhood Maternity Wilson’s Leather

C.J. Banks The Gap Pacific Sunwear Yankee Candle

Casual Corner Justice Petite Sophisticate Zales
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The following table sets forth, at December 31, 2004, information as to anchor and/or national retail tenants which individually
accounted for at least 1.0% of total annualized base rent of the wholly-owned properties and the Company’s proportionate share of
joint venture properties:

% of Total Shopping % of Total Shopping
Tenant Center Base Rent Center GLA
Wal-Mart 4.4% 6.9%
Tops 3.5% 2.9%
PETsMART 2.5% 1.9%
T.J. Maxx/Marshalls 2.4% 2.7%
Kohl's 2.3% 2.7%
Bed Bath & Beyond 2.2% 1.7%
Lowe’'s Home Improvement Warehouse 2.0% 2.7%
Michaels 1.6% 1.3%
Home Depot 1.5% 1.8%
OfficeMax 1.5% 1.4%
Barnes & Noble 1.4% 0.8%
The Gap/0ld Navy 1.3% 0.8%
Best Buy 1.2% 0.9%
Linens ‘N Things 1.2% 0.8%
Toys “R” Us 1.1% 1.4%
Ross Dress for Less 1.1% 1.0%
Staples 1.0% 0.9%
AMC Theatres 1.0% 0.4%
Dollar Tree 1.0% 1.0%
Office Depot 1.0% 1.0%
Dick’s Sporting Goods 1.0% 0.9%

The following table sets forth, at December 31, 2004, information as to anchor and/or national retail tenants which individually
accounted for at least 1.0% of total annualized base rent of the wholly-owned properties and the Company's joint venture properties:

Wholly-owned Properties Joint Venture Properties
% of
Shopping % of % of % of
Center Caompany- Shopping Company-
Base owned Center Base owned
Rental Shopping Rentat Shopping
Tenant Revenues Center GLA Revenues Center GLA
Wal-Mart 5.0% 7.8% 2.9% 4.6%
Tops 3.8% 3.1% 3.8% 4.4%
Kohl's 2.3% 2.8% 2.7% 4.1%
Lowe's Home Improvement 2.3% 3.2% 0.7% 1.1%
PETsMART 2.2% 1.6% 2.0% 1.9%
T. J. Maxx/Marshails 2.1% 2.5% 2.6% 3.0%
Bed Bath & Beyond 1.9% 1.5% 1.9% 1.9%
Home Depot 1.8% 2.0% 0.8% 0.8%
OfficeMax 1.5% 1.4% 1.8% 1.8%
Michaels 1.4% 1.1% 1.4% 1.4%
Barnes & Noble/B. Dalton 1.3% 0.7% 2.3% 1.5%
The Gap/Old Navy 1.3% 0.8% 1.4% 0.9%
Linens ‘N Things 1.2% 0.7% 1.4% 1.3%
Best Buy 1.2% 0.9% 1.4% 1.3%
Dollar Tree 1.1% 1.1% 0.6% 0.8%
Dick's Sporting Goods 1.1% 0.9% 1.2% 1.2%
Toys "R” Us 1.1% 1.3% 0.9% 1.4%
Cinemark Theatres 1.0% 0.6% 0.6% 0.5%
Staples 1.0% 0.9% 0.6% 0.6%
Ross Dress for Less 1.0% 0.9% 1.9% 2.1%
Regal Cinemas 1.0% 0.6% 0.3% 0.5%
Office Depot 1.0% 1.0% 0.8% 0.8%
Sports Authority 1.0% 0.7% 0.6% 0.4%
Goody’'s 0.9% 1.1% 0.2% 0.3%
Circuit City 0.8% 0.6% 1.7% 1.6%
AMC Theatres 0.7% 0.2% 1.7% 1.4%
Kroger 0.7% 1.2% 1.2% 1.8%
Pier 1 Imports 0.6% 0.3% 1.0% 0.6%
Jo-Ann Fabrics 0.9% 0.9% 1.0% 1.1%
Famous Footwear 0.6% 0.3% 1.0% 0.7%
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Shopping center tenants are expected to achieve an average growth, in square feet, of 7% in 2004 and 2005 according to
Goldman Sachs, October 7, 2004. These tenants include supermarkets, drug stores, hardline retail and discount stores. The top
10 U.S. retailers by estimated growth are well positioned in the Company’s portfolio. These tenants include the following:

Wal-Mart Walgreen’'s
Lowe's Kroger
Home Depot Costco
Target Albertson’s
Kohi’s Safeway

At December 31, 2004, the Company’s total market capitalization (market capitalization is defined as common shares and OP
Units outstanding multiplied by the closing price of the common shares on the New York Stock Exchange at December 31, 2004
of $44.37 plus preferred shares at liquidation value and consolidated debt) was $8.3 biilion as compared to $5.6 billion at
December 31, 2003 (based on a closing price of the common shares on the New York Stock Exchange at December 31, 2003 of
$33.57). At December 31, 2004, the number of retail operating and development properties and office and industrial properties that
the Company owned in which it has an interest in, totaled 436 and 32, respectively, aggregating 71.0 miilion and 4.0 million square
feet of Company-owned GLA, respectively, in 44 states. The Company focuses on the ownership and management of high quality market
dominant community shopping centers by:

e Recycling capital, through‘the sale of assets since cap rates on core acquisitions have dropped significantly, thereby
enabling the Company to generate the greatest value creation through wholly-owned “greenfield” development;

e Engineering innovative joint venture structures with institutional capital partners adding equity and maximizing
return on invested equity;

e Cultivating premier relationships with the nation’s leading retailers;

* Proactively replacing under-performing tenants with higher quality tenants at significantly higher rents and

* Maximizing revenue generation from existing centers through expansion, redevelopment and ancillary income.

The Company focuses on strong and consistent portfolio fundamentals, such as:
e Consistently high percentage of occupancy rates;
* Significant base rental increases;

Outstanding FFO per share growth;

Consistent dividend per share growth while maintaining a conservative dividend payout ratio and
* Substantial retained cash flow.

The Company has a focused and disciplined investment strategy. The Company utilizes its balance sheet to invest in new ground-up
development because these development projects generate the highest yield per dollar invested. The Company utilizes joint ventures
to invest in fully stabilized core assets which could potentially include assets from the Company's development pipeline and to invest
in value-added acquisitions, such as properties in need of redevelopment or re-tenanting and forward commitments.

YEAR IN REVIEW - 2004

The Company's portfolio continues to demonstrate strong leasing fundamentals, which reflects both the growing strength of the
Company’'s asset class and the quality of the Company's portfolio. Moreover, the Company continued to structure and execute transactions
during the year that support the Company’s investment strategy and resuit in long-term value creation for shareholders. Several of the
Company's significant accomplishments in 2004 are as follows:

Net income for the year ended December 31, 2004 was $269.8 million, or $2.24 per share (diluted), compared to net income of
$240.3 miilion, or $2.27 per share (diluted) for the prior comparable period. FFO applicable to common shareholiders for the year ended
December 31, 2004 was $292.3 million compared to the year ended December 31, 2003 of $211.7 million, an increase of 38.1%.

An increase in net income of approximately $29.5 million is due to (i) increases in 2004 operations which include the acquisition of
assets from Benderson Development Company, Inc. (“Benderson”) and (ii) an increase in gain on sales of rea! estate at the consolidated
level and (iii) a reduction of litigation expense compared to 2003. These increases were offset by a decrease in certain transactional
income from 2003.

During the year, the Company sold over $700 million of assets, generating significant funds with which to re-invest into market-
dominant community centers. These sales generated over $90 million in net gains, of which approximately $68 million were not
included in FFO at the consolidated level. In addition, the Company’s joint ventures sold assets with an aggregate sales price of $180.6
million and recognized $44 million in net gains, of which approximately $38 miilion of net gains, at the joint venture level, were not
included in FFO. The sales price for these assets provides an indicative value of the Company's core portfolio, which includes the
Company's highest quality assets.
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On the acquisition front, the Company again demonstrated its ability to effectively execute large transactions. In March 2004, the
Company announced the acquisition of assets from Benderson, which the Company closed in phases throughout 2004. In total, DDR
acquired 107 assets aggregating approximately 18 million square feet for approximately $2.3 billion. The integration of the Benderson
assets has progressed in a smooth manner as a result of the Company’s experience as a consolidator in the market. Since the Company
acquired the portfolio, the Company believes tenant response has been positive. The Company has increased the leased rate in the
Benderson assets by more than 100 basis points and continues to evaluate new opportunities to improve the tenant mix and internal
growth of the portfolio.

In conjunction with this acquisition, the Company raised the Company’s dividend 11%, and to finance the transaction the Company
accessed a variety of sources, including common equity, preferred equity, senior unsecured public debt and bank term loansj

In order to better align the Company's Benderson and JDN Realty Corporation (“JDN”) acquisition portfolios with the Company’s
community center investment strategy, the Company expanded its refationships with Kuwait Financial Centre and Prudential Real
Estate Investors through two new joint venture transactions in the fourth quarter of 2004. The properties contributed to these joint
ventures were neighborhood grocery-anchored centers that the Company had acquired from Benderson and JDN, representing
$332 million in gross asset value. As a result of the sale of Benderson and JDN assets to these joint ventures, the Company has
retained a portfolio of dominant community center assets and reduced the Company’s exposure to the risks accompanying neighborhood
grocery-anchored centers.

in November 2004, the Company announced a $1.15 billion acquisition of 15 Puerto Rican shopping centers from Caribbean
Property Group {“CPG”), which closed in January 2005. This acquisition positions DDR as a dominant retail landlord in Puerto Rico,

a U.S. Commonwealth whose economy is fueled by consumerism and whose developable land is highly constrained by physical barriers.
The CPG acquisition is complete and was financed through the Company’s $250 million common equity offering in December 2004,
$660 million of assumed debt and $332 million of proceeds generated by sales of neighborhood grocery-anchored centers to joint
ventures and other recent asset sales, including approximately $76.6 million of sales pursuant to the Company’s previously formed
Australian based Listed Property Trust, Macquarie DDR Trust (“MDT") with Macquarie Bank Limited, an international investment bank
and advisor and manager of specialized real estate funds in Australia (“MDT Joint Venture”).

Following the Company’s announcement of the Puerto Rican transaction, the Company announced an increase in the Company’s
2005 quarterly dividend to $0.54. Based on this amount, the Company's 2005 anticipated dividends of $2.16 will be 11% higher than
the Company’s 2004 actual dividends.

Portions of the financing of the Benderson and CPG acquisitions were provided by joint venture partner transactions. The Company's
joint venture activity is a critical component of the Company’s growth strategy for several reasons. First, it maintains alternative
sources of equity capital over the iong-term, in both good times and bad. Second, it enables DDR to capitalize on strong institutional
demand for retail assets, thereby preserving the Company’s capital and enhancing the Company’s returns through additional fee and
merchant building income. Third, it allows DDR fo better align the Company’s portfolio with the Company’s long-term investment
strategy of owning market-dominant community centers.

Since the beginning of 2004, the Company’s MDT Joint Venture portfolio grew to 36 shopping center properties, aggregating
over 12 million square feet with total assets of approximately $1.4 billion. This growth included additional Australian equity offerings
in May and December 2004, acquisitions comprised primarily of former Benderson assets, plus additional sales of 11 assets from the
acquisition’s Company’s existing portfolio. The Company intends to continue to expand this relationship through additional sales to
the MDT Joint Venture expected to close in 2005.

In 2003, the Company entered into a joint venture (“Coventry Il Joint Venture”) with the Coventry Real Estate Fund [l {the “Coventry
Il Fund”). During 2004, the Coventry Il Joint Venture acquired four additionai assets, bringing its total assets under management to nearly
4 million square feet, representing over $320 million in pro forma net project costs. In addition, the Company continues to earn property
management, feasing and construction management fees.

The Company's philosophy toward variable rate debt is to maintain a floating rate debt percentage of total consolidated debt
between 15% and 30%. In times when the yield curve is steepening, the Company may be above the 30% level, and as the Company
believes the yield curve flattening, the Company will look to reduce the Company's exposure to variable rate debt by locking in favorable
long-term interest rates. Following the Company’s acquisition of assets from CPG in January 2005, the Company entered into a
10-year, $300 million interest rate ltock of slightly less than 4.08% which will expire on May 9, 2005, in anticipation of refinancing $360
million of CPG debt that matures in April 2005.

At December 31, 2004, the Company’'s floating rate debt exposure was approximately 20% of total consolidated debt. Following
the CPG transaction in January 2005, the percentage of floating rate debt exposure increased to 37%. Following the Company’s
anticipated sales to the MDT Joint Venture in 2005 and the refinancing of $360 million of CPG debt, the Company anticipates that
the floating rate debt will approximate 29% of total consolidated debt.

Leasing and development activity continues at a strong pace throughout the portfolio. For the DDR core portfolio, which includes
the former JDN assets and the former Benderson assets, the occupancy rate was steady at 94.7% at December 31, 2004. On the
development landscape, the projects that are most negatively affected, from a yield perspective, by aggressive private capital are
greenfield development projects with a low complexity factor, which attract local developers who build for fees and narrow spreads
between value and cost. For example, the Company has seen numerous markets where competing private developers offer their lead
anchor tenants heavily subsidized deais that drive project returns into the 8-9% range with hopes of exiting in the 7% range on top of
recouping significant fees throughout the process. in such situations the Company does not compete effectively and is unwilling to
lower its return requirements to respond to that competitive dynamic.
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However, development projects such as Miami, Florida; Apex, North Carolina; Pittsburgh, Pennsylvania or Mt. Laurel, New Jersey,
which require a specific expertise and development capability, are less impacted by the competitive pressures previously described.
Miami, Florida, for example, required extensive development skill to navigate the approval and subsidy process from local authorities
in addition to requiring significant risk capital at an earlier stage in the process. The Company's realistic competitors for that project
were other public companies with similar costs of capital. As a result, the Company kept the process disciplined and is expected to
ultimately earn returns in the 11% range. The project was simply too complex for unsophisticated developers to credibly pursue.

In Apex, North Carolina, Mt. Laurel, New Jersey and Mt. Nebo (Pittsburgh), Pennsylvania, the Company was faced with short land
purchase agreements with short time periods, these agreements required land acquisition at a point in the pre-development process
that most “local” deveiopers couldn't respond to due to the inability to secure major tenants. Again, the Company’s access to the
retail community and the Company’s ability to gauge tenant interest affords DDR a significant strategic advantage in deciding the
viability of a particular site. Smaller developers without such access to retailers are generally not competitive in that situation.

Another area where the Company is well-equipped to combat the market pressures of abundant private capital is the “certainty of
execution” category. In many cases the Company is seeing opportunities where landowners or municipalities want assurance that a project
will be built professionally and delivered as represented in the initial presentations. For example, in Mt. Laurel, New Jersey prior to the
Company’s involvement, the land was mired in 10 years of litigation between the proposed developer and the municipality. There was a
lack of trust that transcended the desire for the project to proceed. When the Company reached an agreement with the landowner, the
Company immediately met with the municipality. The Company’s national track record coupled with market reputation resulted in a
settlement of the suit that quickly permitted the entitlement process to conclude. Upon completion, this project is expected to provide
a return in the range of 11.5%.

Abundant capital is generally lowering development yields, but this situation has not occurred to date for DDR as the projects
most impacted by tightened margins are not the developments the Company pursues. The yield pressure on the Company’s pipeline
relates more to construction and labor costs that increase in the timeframe between the Company’s initial pro forma assumptions and
the actual conclusion of the entitlement process and construction bidding completion. However, even with that current dynamic, the
Company has been able to maintain a 300 - 400 basis point spread between cost and value, which still makes shopping center
development an attractive business.

CRITICAL ACCOUNTING POLICIES

The consolidated financial statements of the Company include accounts of the Company and all majority-owned subsidiaries where the
Company has financial or operating control. The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions in certain circumstances that affect amounts
reported in the accompanying consolidated financial statements and related notes. In preparing these financial statements, management
has utilized available information, including the Company’s past history, industry standards and the current economic environment,
among other factors, in forming its estimates and judgments of certain amounts included in the consolidated financial statements,
giving due consideration to materiality. It is possible that the ultimate outcome as anticipated by management in formuiating its estimates
inherent in these financial statements might not materialize. Application of the critical accounting policies described below involves
the exercise of judgment and the use of assumptions as to future uncertainties and, as a result, actual results could differ from these
estimates. In addition, other companies may utilize different estimates, which may impact the comparability of the Company’s results
of operations to those of companies in similar businesses.

Revenue Recognition and Accounts Receivable Rental revenue is recognized on a straight-line basis, which averages
minimum rents over the current term of the leases. Certain of these leases provide for percentage and overage rents
based upon the level of sales achieved by the tenant. These percentage rents are recorded once the required sales level

is achieved and reported to the Company. The leases also typically provide for tenant reimbursements of common area
maintenance and other operating expenses and real estate taxes. Accordingly, revenues associated with tenant reimbursements
are recognized in the period in which the expenses are incurred based upon the tenant lease provision. Management fees
are recorded in the period earned. Ancillary and other property related income, which includes the leasing of vacant space
to temporary tenants, is recognized in the period earned. Lease termination fees are included in other income and recognized
and earned upon termination of a tenant’s lease and relinguishment of space in which the Company has no further obligation
to the tenant. Acquisition and financing fees are recognized at the completion of the respective transaction and earned in
accordance with the underlying agreements.

The Company makes estimates of the collectibility of its accounts receivable related to base rents including straight-line
rentals, expense reimbursements and other revenue or income. The Company specifically analyzes accounts receivable and
analyzes historical bad debts, customer credit worthiness, current economic trends and changes in customer payment
terms when evaluating the adeguacy of the allowance for doubtful accounts. in addition, with respect to tenants in bankruptey,
the Company makes estimates of the expected recovery of pre-petition and post-petition claims in assessing the estimated
collectibility of the related receivable. In some cases, the ultimate resolution of these claims can exceed one year. These
estimates have a direct impact on the Company’s net income because a higher bad debt reserve results in less net income.
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Real Estate Land, buildings and fixtures and tenant improvements are recorded at cost and stated at cost less accumulated
depreciation. Expenditures for maintenance and repairs are charged to operations as incurred. Renovations and/or replacements,
which improve or extend the life of the asset, are capitalized and depreciated over their estimated useful lives.

Properties are depreciated using the straight-line method over the estimated useful lives of the assets. The estimated
useful lives are as follows:

Buildings Useful lives, ranging from 30 to 31.5 years

Furniture /Fixtures and Tenant Improvements Useful lives, which approximate lease terms,
where applicable

The Company is required to make subjective assessments as to the useful life of its properties for purposes of
determining the amount of depreciation to reflect on an annual basis with respect to those properties. These assessments
have a direct impact on the Company's net income. If the Company would lengthen the expected useful life of a particular
asset, it would be depreciated over more years, and result in less depreciation expense and higher annual net income.

Assessment of recoverability by the Company of certain other lease related costs must be made when the Company
has a reason to believe that the tenant may not be able to perform under the terms of the lease as originally expected.
This requires management to make estimates as to the recoverability of such assets.

Gains from sales of outiots and shopping centers are generally recognized using the full accrual method in accordance
with the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 66 - “Accounting for Real Estate Sales,”
provided that various criteria relating to the terms of sale and any subsequent involvement by the Company with the '
properties sold are met.

Long Lived Assets On a periodic basis, management assesses whether there are any indicators that the value of the real
estate properties may be impaired. A property’s value is impaired only if management’s estimate of the aggregate future
cash flows (undiscounted and without interest charges) to be generated by the property are less than the carrying value
of the property. In management’s estimate of cash flows, it considers factors such as expected future operating income,
trends and prospects, as well as the effects of demand, competition and other factors. in addition, the undiscounted cash
flows may consider a probability weighted cash flow estimation approach when alternative courses of action to recover the
carrying amount of a long lived asset are under consideration or a range is estimated. The determination of undiscounted
cash flows requires significant estimates by management and considers the expected course of action at the balance sheet
date. Subsequent changes in estimated undiscounted cash flows arising from changes in anticipated actions could impact
the determination of whether an impairment exists and whether the effects could materially impact the Company’s net
income. To the extent an impairment has occurred, the loss will be measured as the excess of the carrying amount of the
property over the fair value of the property.

When assets are identified by management as held for sale, the Company discontinues depreciating the assets and
estimates the sales price, net of selling costs of such assets. If, in management’s opinion, the net sales price of the
assets, which have been identified for sale, is less than the net book value of the assets, an impairment charge is recorded.

The Company is required to make subjective assessments as to whether there are impairments in the value of its real
estate properties and other investments. These assessments have a direct impact on the Company’s net income because
taking an impairment charge results in an immediate negative adjustment to net income.

The Company allocates the purchase price to assets acquired and liabilities assumed on a gross basis based on
their relative fair values at the date of acquisition pursuant to the provisions of SFAS No. 141, Business Combinations.

In estimating the fair value of the tangible and intangible assets and liabilities acquired, the Company considers information
obtained about each property as a result of its due diligence, marketing and leasing activities, and utilizes various valuation
methods, such as estimated cash flow projections utilizing appropriate discount and capitalization rates, estimates of
replacement costs net of depreciation, and available market information. Depending upon the size of the acquisition, the
Company may engage an outside appraiser to perform a valuation of the tangible and intangible assets acquired. The
Company is required to make subjective estimates in connection with these valuations and allocations.

Off Balance Sheet Arrangements The Company has a number of off balance sheet joint ventures and other unconsolidated
arrangements with varying structures. The Company consolidates certain entities in which it owns less than a 100% equity
interest if it is deemed to be the primary beneficiary in a variable interest entity, as defined in FIN No. 46 “Consolidation of
Variable Interest Entities” (“Fin 46R").

To the extent that the Company contributes assets to a joint venture, the Company’s investment in the joint venture
is recorded at the Company’s cost basis in the assets that were contributed to the joint venture. To the extent that the
Company's cost basis is different than the basis reflected at the joint venture level, the basis difference is amortized over
the life of the related asset and included in the Company’s share of equity in net income of joint ventures. In accordance
with the provisions of Statement of Position 78-Q “Accounting for Investments in Real Estate Ventures,” the Company will
recognize gains on the contribution of real estate to joint ventures, relating solely to the outside partner’s interest, to the
extent the economic substance of the transaction is a sale.



Discontinued Operations The Company adopted the provisions of SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets” effective January 1, 2002. Pursuant to the definition of a component of an entity in the
SFAS, assuming no significant continuing involvement, the sale of a retail or industrial property is now considered a discontinued
operation. {n addition, the operations from properties classified as held for sale are considered a discontinued operation.
The Company generally considers assets to be held for sale when the transaction has been approved by the appropriate
level of management and there are no known significant contingencies relating to the sale such that the property sale
within one year is considered probable. Accordingly, the results of operations of operating properties disposed of or classified
as held for sale subsequent to January 1, 2002 for which the Company has no significant continuing involvement, are
reflected as discontinued operations. Interest expense, which is specifically identifiable to the property, is used in the
computation of interest expense attributable to discontinued operations. Consolidated interest and debt at the corporate
level is allocated to discontinued operations pursuant to the methods prescribed under EITF 87-24, based on the proportion
of net assets sold.

Included in discontinued operations as of and for the three years ending December 31, 2004, are 36 properties
aggregating 2.1 million square feet of gross leasable area. The operations of such properties have been reflected on a
comparative basis as discontinued operations in the consolidated financial statements for each of the three years ended
December 31, 2004 included herein.

Stock-Based Employee Compensation The Company applies APB 25, “Accounting for Stock Issued to Employees” in
accounting for its stock-based compensation plans. Accordingly, the Company does not recognize compensation cost for
stock options when the option exercise price equals or in excess of the market value on the date of the grant. The Company
is currently evaluating the effects of FASB's proposed standard, “Share-Based Payment”(see New Accounting Standards).
Had compensation cost for the Company's stock-based compensation plans been determined based on the fair values of the
options granted at the grant dates, consistent with the method set forth in the SFAS No. 148, “Accounting for Stock-Based
Compensation-Transition and Disclosure an amendment of SFAS No. 123,” the Company’'s net income and earnings per
share would have been as follows (in thousands, except per share data):

Year ended December 31,

2004 2003 2002
Net income, as reported $269,762 $240,261 $101,970
Add: Stock-based employee compensation included in reported net income 6,308 5,017 2,215
Deduct: Total stock-based employee compensation expense determined
under fair value based method for all awards (5,062) (5,200) (2,515)

$271,008 $240,078 $101,670

Earnings per share:

Basic - as reported $ 2.27 3 2.31 $ 1.09
Basic - pro forma $ 2.28 $ 2.31 $ 1.08
Diluted — as reported $ 224 $ 227 $ 1.07
Diluted - pro forma $ 2.25 $ 2.27 $ 1.07

Certain of the Company's executive officers were granted performance unit awards that provide for the issuance of
up to 666,667 common shares. The amount of the total grant is determined based on the annualized total shareholders’
return over a five-year period with the common shares issued vesting over the remaining five-year period. As of December 31,
2004, the determination period for 200,000 of these shares was complete. The Company prepares estimates on this accrual
quarterly based on the current stock price, dividend yield and the remaining vesting periods. The Company's stock price
has a direct impact on the Company’s recorded expense because a higher stock price will result in an increase in general
and administrative expenses and less net income.

Accrued Liabilities The Company makes certain estimates for accrued liabilities including accrued professional fees,
interest, real estate taxes, performance units (see discussion above), insurance and litigation reserves. These estimates
are subjective and based on historical payments, executed agreements, anticipated trends and representations from
service providers. These estimates are prepared based on information available at each balance sheet date and are
reevaluated upon the receipt of any additional information. Many of these estimates are for payments that occur in one
year. These estimates have a direct impact on the Company’s net income because a higher accrual will result in less

net income.
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COMPARISON OF 2004 TO 2003 RESULTS OF OPERATIONS CONTINUING OPERATIONS
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Revenues from Operations

(In thousands)

2004 2003 $ Change % Change

Base and percentage rental revenues $438,600 $343,032 $ 95,568 27.9%
Recoveries from tenants 122,406 93,380 29,026 31.1
Ancillary income 3,325 2,347 978 41.7
Other property related income 4,300 911 3,389 372.0
Management fee income 14,626 10,647 3,979 37.4
Development fee income 2,311 1,446 865 59.8
Other 13,365 13,969 (604) (4.3)

Total revenues $598,933 $465,732 $133,201 28.6%

Base and percentage rental revenues relating to new leasing, re-tenanting and expansion of the Core Portfolio Properties
(shopping center properties owned as of January 1, 2003 and since April 1, 2003 includes assets acquired from JDN,
excluding properties under development and those classified as discontinued operations) increased approximately

$3.3 million, or 1.4%, for the year ended December 31, 2004 as compared to the same period in 2003. The increase

in base and percentage rental revenues is due to the following (in millions):

Increase
(Decrease)
Core Portfolio Properties $ 3.3
Merger with JDN 19.5
Acquisition of 4 shopping center properties in 2004 and 2003 13.3
Acquisition of properties from Benderson 83.1
Development and redevelopment of 10 shopping center properties
in 2004 and 2003 1.4
Consolidation of a joint venture interest (FIN 46) 2.9
Transfer of 30 properties to joint ventures in 2004 and 2003 (29.0)
Business center properties (0.1)
Straight-line rents 1.2
$95.6

At December 31, 2004, the aggregate occupancy of the Company’s shopping center portfolio was 94.7%, as compared
to 94.3% at December 31, 2003. The average annualized base rent per occupied square foot was $10.79 at December 31,
2004, as compared to $10.82 at December 31, 2003. Excluding the assets acquired from Benderson in 2004, the average
annualized base rent per occupied sguare foot was $11.13.

At December 31, 2004, the aggregate occupancy of the Company’s wholly-owned shopping centers was 93.7%, as
compared to 92.9% at December 31, 2003. The average annualized base rent per leased square foot at December 31, 2004
was $9.70 as compared to $9.53 at December 31, 2003.

At December 31, 2004, the aggregate occupancy of the Company’s joint venture shopping centers was 97.1% as
compared to 98.5% at December 31, 2003. The average annualized base rent per leased square foot was $12.15 at
December 31, 2004, as compared to $13.74 at December 31, 2003, The decrease in the average annualized base rent per
leased square foot is primarily attributable to the formation of two new joint ventures which acquired two grocery-anchored
portfolios in the fourth quarter of 2004,

At December 31, 2004, the aggregate occupancy of the Company's business centers was 76.0%, as compared to
78.1% at December 31, 2003.

The increase in recoveries from tenants was primarily related to the acquisition of properties from Benderson,
which contributed $19.5 million, the JDN merger net of properties sold and transferred to joint ventures, which contributed
$6.3 miltion, and the Company's acquisition of four properties, which contributed $7.6 million for the year ended
December 31, 2004. These increases were offset by a decrease of $7.8 million related to the transfer of 18 of the Company’s
core portfolio properties to joint ventures. The remaining increase of $3.4 million related to the Company's development
properties becoming operational and an increase in operating expenses at the remaining shopping center and business center
properties. Recoveries were approximately 81.8% and 79.0% of operating expenses and real estate taxes for the years
ended December 31, 2004 and 2003, respectively. The slight increase is primarily attributable to a decrease in bad debt
expense (see Expense from Operations—Rental Operating and Maintenance Expense) and changes in the Company's portfolio
of properties.

Continued growth is anticipated in the area of ancillary, or non-traditional revenue, as additional revenue opportunities
are pursued and currently established revenue opportunities proliferate throughout the Company's core, acquired and
development portfolio. Ancillary revenue opportunities have in the past included, but are not limited in the future to,




short-term and seasonal leasing programs, outdoor advertising programs, wireless tower development programs and energy
management programs, among others.

Other property related income increases were primarily due to operating income from Gameworks and Cinemark
Theatres at The Pike, a shopping center development in Long Beach, California.

The increase in management fee income is from joint venture interests acquired and formed in 2003 and 2004,
which aggregated $4.7 million. This increase was offset by the sale and transfer of several of the Company's joint venture
properties, which contributed approximately $0.8 million management fee income in 2003. The remaining $0.1 million
increase primarily relates to an increase in fee income from the remaining joint venture and managed property portfolio.
Management fee income is expected to continue to increase with the sale of assets to the MDT Joint Venture.

Development fee income was primarily earned through one of the Company’s joint ventures involved in the redevelopment
of certain real estate assets, previously owned and controlled by Service Merchandise and the redevelopment of four
assets through the Coventry 1l Joint Venture. The Company expects to continue to pursue additional development joint
ventures as opportunities present themselves.

Other income is comprised of the following (in millions):

Year ended
December 31,
2004 2003
Lease termination fees $10.1 $ 6.9
Settlement of call option® - 2.4
Acquisition and financing fees® 3.0 3.5
Sale of option rights'® and other miscellaneous 0.3 1.2

$13.4 $14.0

(1) Settlement of & call option in 2003 retating to the MOPPRS debt assumed from JON, principally arising from
an increase in interest rates from the date of acquisition, March 13, 2003, to the date of settlement.

(2) Structuring and financing fees received in connection with the MDT Joint Venture.

(3) Relates to the sale of certain option rights {2003).

Expenses from Operations

(Iin thousands)

2004 2003 $ Change % Change

Operating and maintenance $ 71,520 $ 61,125 $10,395 17.0%
Real estate taxes 78,094 57,041 21,063 36.9
General and administrative 47,126 40,820 6,306 15.4
Depreciation and amortization 131,577 93,155 38,422 41.2

$328,317 $252,141 $76,176 30.2%

Operating and maintenance expenses include the Company’s provision for bad debt expense which approximated 0.8%
and 1.2% of total revenues, for the years ended December 31, 2004 and 2003, respectively {(See Economic Conditions).
The increase in rental operating and maintenance expenses is due to the following (in millions):

Increase

(Decrease)
Core Portfolio Properties $(0.8)
Acquisition of properties from Benderson 9.2
Merger with JDN 1.5

Acquisition and development/redevelopment of 14 shopping

center properties in 2004 and 2003 4.3
Consolidation of a joint venture interest (FIN 46) 0.9
Transfer of 18 properties to joint ventures in 2004 and 2003 (3.3)
Business center properties (0.4)
Provision for bad debt expense (1.0)
$10.4
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Real estate taxes increased due to the following (in miilions):

Increase

(Decrease)
Core Portfolio Properties $ 24
Acquisition of properties from Benderson 14.3
Merger with JDN 4.4

Acquisition and development/redevelopment of 14 shopping

center properties in 2004 and 2003 4.2
Consolidation of a joint venture interest (FIN 46) 0.3
Transfer of 18 properties to joint ventures in 2004 and 2003 (4.8}
Business center properties 0.1
$21.1

Total general and administrative expenses were approximately 4.9% and 5.3%, respectively, of total revenues, including
total revenues of joint ventures, for the years ended December 31, 2004 and 2003, respectively. The increase in general
and administrative expenses is primarily attributable to the growth of the Company through recent acquisitions, expansions
and developments, including the JDN merger and acquisition of assets from Benderson and expenses related to the
implementation of Section 404 of The Sarbanes-Oxley Act. In addition, certain non-cash incentive compensation costs,
primarily performance units and deferred director compensation, increased due to the increase in the Company’s share
price, which contributed an additional $1.1 million of'general and administrative costs.

The Company continues to expense internal leasing salaries, legal salaries and related expenses associated with
the leasing and re-leasing of existing space. In addition, the Company capitalized certain direct construction administration
costs consisting of direct wages and benefits, travel expenses and office overhead costs of $5.7 million and $5.1 million
in 2004 and 2003, respectively.

Depreciation expense increased due to the following (in millions):

Increase
(Decrease)
Core Portfolio Properties $ 2.3
Personal property 0.7
Acquisition of properties from Benderson 28.6
Merger with JDN 5.6
Acquisition and development/redevelopment of 14 shopping
center properties in 2004 and 2003 6.9
Consolidation of a joint venture interest (FIN 46) 1.1
Transfer of 18 properties to joint ventures in 2004 and 2003 (7.3)
Business center properties 0.5
$38.4

Other Income and Expenses

(in thousands)

2004 2003 $ Change % Change

Interest income $ 4,235 $ 5,082 $ (847) (16.7)%
Interest expense (129,659) {88,837) (40,822) 46.0
Other expense (1,779) (10,119) 8,340 (82.4)

$(127,203) $(93,874) $(33,329) 35.5%

Interest income decreased primarily as a result of the decrease in the dollar amount of advances to certain joint ventures
in which the Company has an equity ownership interest and the consolidation of joint venture interests in accordance with
FIN 46.

Interest expense increased primarily due to the merger with JDN and acquisition of assets from Benderson combined
with other acquisitions and developments and the Company’s focus on reducing its exposure to floating rate debt through
the issuance of long-term unsecured debt. The weighted average debt outstanding during the year ended December 31, 2004
and related weighted average interest rate was $2.8 billion and 5.1%, respectively, compared to $2.0 billion and 5.0%,
respectively, for the same period in 2003. At December 31, 2004, the Company’s weighted average interest rate was 5.4%
compared to 4.8% at December 31, 2003. Interest costs capitalized, in conjunction with development and expansion projects
and development joint venture interests, were $9.9 million for the year ended December 31, 2004, as compared to
$11.5 million for the same period in 2003.



Other expense is comprised of the following (in millions):

Year ended
December 31,
2004 2003
Abandoned acquisition and development projects $1.8 $ 0.9
Legal settlement ~ 9.2™

$1.8 $10.1

(1) Relates to litigation filed against the Company by Regal Cinemas consisting of an $8.7 million judgment plus interest and
tegal costs (See Legal Matters).

Other
(in thousands)
2004 2003 $ Change % Change
Equity in net income of joint ventures $40,895 $44,967 $(4,072} (8.1)%
Gain on sale of joint venture interests - 7,950 (7,950) (100.0)
Minority interests {5,013) (5,365) 352 (6.6)
Income tax of taxable REIT subsidiaries
and franchise taxes (1,469) (1,626) 157 (9.7)

Equity in net income of joint ventures decreased $4.0 million primarily as a result of one time transactions in 2003
partially offset by one time transactions in 2004 and an increase in joint venture income from newly formed ventures and
those formed in 2003 but owned for an entire year of 2004. In 2003, the Company sold its interest in three 20% owned
shopping centers, a 24.75% owned shopping center, a 50% owned shopping center and several sites formerly occupied by
Service Merchandise and recognized a gain of $63.6 million of which the Company's proportionate share was $16.2 mitlion.
Additionally in 2003, the Company received a promoted interest of approximately $7.5 million from these gains and recorded
$3.4 million relating to a gain on extinguishment of debt at one joint venture. Joint Venture income was $0.6 million higher
in 2003 when compared to 2004 from an entity consolidated in 2004 in accordance with FIN 46. In 2004, the Company
sold its interest in @ 20% owned shopping center, a 35% owned shopping center, a portion of a 24.75% owned shopping
center and several sites formerly occupied by Service Merchandise and recognized an aggregate gain of approximately
$44.6 miliion of which the Company’s proportionate share was $12.2 million. In addition, in 2004, the Company recognized
promoted income of approximately $3.3 million relating to the sale of a shopping center transferred to the MDT Joint
Venture in November 2003 upon efimination of contingencies and substantial completion and lease up in 2004. The year
2004 also included an additional $2.9 million of equity in net income primarily related to debt refinancing and asset

sales at one of the Company’s joint ventures. The recently formed Joint Ventures contributed additional net income of
approximately $6.6 million compared to 2003.

Gain on sale of joint venture interests related to the sale of joint venture interests to the MDT Joint Venture in the
fourth quarter of 2003. The Company retained a 14.5% effective ownership interest in these assets and accordingly
deferred approximately $19.5 million of the gain, which will be amortized over the life of the assets.

Minority equity interest expense decreased primarily due to the redemption of $180 million of preferred operating
partnership interests from the proceeds associated with the issuance of the Preferred Class G shares in March 2003 and
is offset slightly due to the issuance of common operating partnership units in conjunction with the acquisition of assets
from Benderson.

Income tax expense of the Company’s taxable REIT subsidiaries and franchise taxes is primarily attributable to an
increase in franchise taxes primarily refated to acquisitions offset by a $0.6 million refund of 2000 taxes.

Discontinued Operations

(in thousands)

2004 2003 $ Change % Change

income from operations $ 1,734 $226 $1,508 667.3%
Gain on disposition of real estate, net 8,561 460 8,101 1,761.1

$10,295 $686 $9,609 1,400.7%

Discontinued operations includes the operations of 22 shopping center properties and six business center properties
aggregating approximately 1.7 million square feet of GLA, of which 15 were sold in 2004 (one of these properties was
consolidated into the results of the Company in December 2003) and 13 in 2003. The Company recorded an impairment
charge of $0.6 million and $2.6 million for the year ended December 31, 2004 and 2003, respectively,
related to the sale of two shopping centers and one business center property.

Gain on the sale of discontinued operations is primarily due to the sale of 15 properties in 2004,
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Gain on Disposition of Assets and Cumulative Effect of Adoption of a New Accounting Standard

(in thousands)

2004 2003 $ Change % Change

Gain on dispositicn of assets $84,642 $73,932 $10,710 14.5%
Cumulative e*fect of adoption of a new

accounting standard (3,001) - (3,001) (100.9)

Gain on disposition of real estate in 2004 relates to the transfer of 11 assets to an effectively 14.5% owned joint venture
which aggregated $65.4 million, of 13 assets to an effectively 20% owned joint venture which aggregated $2.5 million, of
12 assets to an effectively 10% owned joint venture which aggregated $4.2 million and are not classified as discontinued
operations due to the Company’s continuing involvement due to its retained ownership interest and management control.

In addition, land sales, which did not meet the discontinued operations disclosure requirement, aggregated $14.3 million of
gains in 2004 and an additional $0.8 million relating to the release of obligations for assets sold in 2003. These gains were
offset primarily by a net loss on sale of non-core assets of approximately $2.6 million, which are expected to be recovered
through earn out income over the next several years.

Gain on disposition of real estate in 2003 primarily relates to the transfer of seven assets to a 20% owned joint venture
and four assets to an effectively 14.5% owned joint venture, which aggregated $67.1 miilion and land sales which aggregated
$6.8 million.

The cumulative effect of adoption of a new accounting standard is attributable to the consolidation of the partnership
that owns a shopping center in Martinsville, Virginia upon adoption of FIN 46. This amount represents the minority
partner’s share of cumulative losses in the partnership that were eliminated upon consolidation.

Net Income
(in thousands)
2004 2003 $ Change % Change
Net Income R $269,762 $240,261 $29,501 12.3%

Net income increased primarily due to the acquisition of assets from Benderson, the merger with JDN, gain on sale of
assets and public debt and equity offerings. A summary of the changes from 2003 is as follows (in millions):

Increase in net operating revenues (total revenues in excess of operating and
maintenance expenses, real estate taxes, general and administrative expense

and other expense) $103.8
Increase in gain on sale of real estate and real estate investments 10.7
Increase in income from discontinued operations 9.6
Decrease in minority interest expense 0.4
Decrease in equity in net income of joint ventures (4.1)
Increase in interest expense (40.8)
Decrease in gain on sale of joint venture interests (8.0)
Decrease in interest income (0.8)
Increase in depreciation expense (38.4)
Decrease in income tax expense 0.1
Increase in cumulative effect of adoption of a new accounting standard (FIN 46) (3.0)
$ 29.5




COMPARISON OF 2003 TO 2002 RESULTS OF OPERATIONS CONTINUING OPERATIONS
Revenues from Operations

{in thousands)

2003 2002 $ Change % Change

Base and percentage rental revenues $343,032 $255,931 $ 87,101 34.0%
Recoveries from tenants 93,380 68,544 24,836 36.2
Ancillary income 2,347 1,914 433 22.6
Other property related income 911 1,584 (673) (42.5)
Management fee income 10,647 10,145 502 4.9
Development fee income 1,446 2,229 (783) (35.1)
Other 13,969 6,354 7,615 119.8

Total revenues $465,732 $346,701 . $119,031 34.3%

Base and percentage rental revenues relating to new leasing, re-tenanting and expansion of the Core Portfolio Properties
(shopping center properties owned as of January 1, 2002, excluding those classified as discontinued operations} contributed
approximately $2.8 million, or 1.7%, for the year ended December 31, 2003 as compared to the same period in 2002. The
increase in base and percentage rental revenues is due to the foilowing (in millions):

Increase
{Decrease)
Core Portfolio Properties $ 2.7
Merger with JDN 69.2
Acquisition of 11 shopping center properties in 2003 and 2002 21.1
Development and redevelopment of six shopping center properties
in 2003 and 2002 1.9
Transfer of 12 properties to joint ventures in 2003 and 2002 (9.5)
Business center properties (1.1)
Straight-line rents 2.8
$87.1

At December 31, 2003, the aggregate occupancy of the Company’s shopping center portfolio was 94.3% as compared
to 95.1% at December 31, 2002. Excluding the impact of the properties acquired through the JON merger, the portfolio
was 95.0% occupied. The average annualized base rent per occupied square foot was $10.82 at December 31, 2003, as
compared to $10.58 at December 31, 2002.

At December 31, 2003, the aggregate occupancy of the Company’'s wholly-owned shopping centers was 92.9%, as
compared to 94.5% at December 31, 2002. Excluding the impact of the properties acquired through the JDN merger, the
portfolio was 95.0% occupied. The average annualized base rent per leased square foot at December 31, 2003 was
$9.53 as compared to $9.18 at December 31, 2002.

At December 31, 2003, the aggregate occupancy of the Company's joint venture shopping centers was 98.5% as
compared to 96.7% at December 31, 2002. The average annualized base rent per leased square foot was $13.74 at
December 31, 2003, as compared to $13.69 at December 31, 2002.

At December 31, 2003, the aggregate occupancy of the Company’s business centers was 78.1%, as compared to
83.5% at December 31, 2002. In 2003, the Company sold three of these properties.

Recoveries increased primarily due to the JDN merger, which contributed $18.8 million, and the Company's acquisition
of thirteen properties, which contributed $13.1 million for the year ended December 31, 2003. Recoveries were
approximately 79.0% and 80.9% of operating expenses and real estate taxes for the years ended December 31, 2003
and 2002, respectively. The slight decrease is primarily attributabie to slightly lower occupancy levels combined with an
increase in non-recoverable costs, an increase in bad debt expense (see Expense from Operations—Rental Operating and
Maintenance Expenses) and changes in the Company’s portfolio of properties. -

Ancillary income increased due to the Company pursuing additional revenue opportunities. Other property related
income decreased primarily due to a reduction in late fee income.

Management fee income includes management responsibilities assumed by the Company in October 2002 relating to
a joint venture, which acquired the designation rights to real estate assets owned and controlled by Service Merchandise
resulting in $0.4 million of additional management fee income. Additionally, the Company earned management income from
joint venture interests acquired and formed in 2003, which aggregated $1.6 million and the lease up of joint ventures
completing development aggregating $0.2 million. A decrease of $0.3 million was primarily associated with the termination
of property management responsibilities for all of the real estate assets of Burnham Pacific Properties (“Burnham”) in
2002. In addition, due to the sale and transfer of several of the Company’'s joint venture properties, management fee
income decreased approximately $1.4 million as compared to 2002.
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Development fee income decreased primarily attributable to development projects and redevelopments becoming
operational during 2002. In 2003, the Company was déveloping more of its wholly-owned properties than properties
held through joint ventures in large part due to properties under development at the time of the merger with JDN.

Changes in other income are comprised of the following (in millions):

Year ended
December 31,
2003 2002
Lease termination fees $ 6.9 $3.4
Settlement of call option® 2.4 -
Acquisition and financing fees™® 3.5 0.1
Sale of option rights™ and other miscellaneous 1.2 2.9
$14.0 $6.4

{1) Settlement of a cail option in 2003 relating to the MOPPRS debt assumed from JDN, principally arising from
an increase in interest rates from the date of acquisition, March 13, 2003, to the date of settiement.

{2} Primarily structuring and financing fees received in connection with the MDT Joint Venture,

(3) Primarily relates tc the sale of certain option rights (20033 and the sale of development rights to the Wilshire project in
Los Angeles, California (2002).

Expenses from Operations

(in thousands)

2003 2002 $ Change % Change

Operating and maintenance $ 61,125 $ 42,243 $18,882 44.7%
Real estate taxes 57,041 42,459 14,582 34.3
General and administrative 40,820 29,382 11,428 38.9
Depreciation and amortization 93,155 76,155 17,000 22.3

$252,141 $190,249 $61,892 32.5%

Operating and maintenance expenses include the Company’s provision for bad debt expense which approximated
1.2% and 1.5% of total revenues, for the years ended December 31, 2003 and 2002, respectively (See Economic
Conditions). The increase in rental operating and maintenance expenses is due to the following (in millions):

Increase
(Decrease)
Core Portfolio Properties $ 4.6
Merger with JDN 2.8
Acquisition and development/redevelopment of 15 shopping
center properties in 2003 and 2002 4.2
Transfer of 12 properties to joint ventures in 2003 and 2002 - (0.7)
Provision for bad debt expense 0.8
Business center properties 0.1
$18.9
Real estate taxes increased due to the following (in millions):
Increase
(Decrease)
Core Portfolio Properties $ 0.5
Merger with JON 10.5
Acquisition and deveiopment/redevelopment of 15 shopping
center properties in 2003 and 2002 55
Transfer of 12 properties to joint ventures in 2003 and 2002 (2.2)
Business center properties 0.3

£

14.6




General and administrative expenses were approximately 5.3% and 4.8% of total revenues, including revenues of joint
ventures, for the years ended December 31, 2003 and 2002, respectively. The increase in general and administrative
expenses is primarily attributable to the growth of the Company through recent acquisitions, expansions and developments,
including the JDN merger, which included certain transaction costs such as temporary employees, travel, relocation costs,
recruiting fees and other transitional costs. The Company also incurred increases in director fees, other compensation
and professional fees as a result of the passage of The Sarbanes-Oxley Act. In addition to these increases, general and
administrative expenses includes approximately $4.0 million of non-cash executive management incentive compensation
primarily associated with performance unit grants, which compares to $1.4 million during the same period of 2002. The
performance unit awards granted in 2000 and 2002 provide for the issuance of up to 666,667 shares over a ten-year period,
based on the average annual shareholder return over a five-year period with the shares vesting over the remaining five years.
Such increase is attributable to the increase in the Company’s stock price in 2003. Excluding this additional non-cash
incentive compensation, general and administrative expenses, as a percentage of total revenues, including joint venture
revenues, was approximately 5.0% for the year ended December 31, 2003. The Company capitalized certain construction
administration costs of $5.1 million and $4.3 million in 2003 and 2002, respectively.

Depreciation and amortization expense increased due to the following (in millions):

Increase
(Decrease)
Core Portfoiio Properties $ (4.6)
Merger with JDN 17.7
Acquisition and development/redevelopment of 15 shopping
center properties in 2003 and 2002 5.3
Transfer of 12 properties to joint ventures in 2003 and 2002 (2.1)
Business center properties 0.7
$17.0

Other Income and Expenses

(in thousands)

2003 2002 $ Change % Change

Interest income $ 5,082 $ 5,905 $ (823) (13.9)%
Interest expense (88,837) (75,754 (13,083) 17.3
Other expense (10,119) (1,018) (9,101) 894.0

$(93,874) $(70,867) $(23,007) 32.5%

Interest income decreased primarily from the decrease in advances to certain joint ventures in which the Company has an
equity ownership interest.

Interest expense increased primarily due to an increase in the weighted average debt outstanding due to the merger
with JDN combined with other acquisitions and developments, offset by lower interest rates. The weighted average debt
outstanding during the year ended December 31, 2003 and related weighted average interest rate was $2.0 billion and
5.0%, respectively, compared to $1.4 billion and 6.1%, respectively, for the same period in 2002. Interest costs capitalized,
in conjunction with development and expansion projects and development joint venture interests, were $11.5 million for the
year ended December 31, 2003, as compared to $9.2 million for the same period in 2002.

Other expense is comprised of the following (in millions):

Year ended
December 31,
2003 2002
Abandoned acquisition and development projects $ 0.9 $1.0
Legal settlement 9.2 -
$10.1 $1.0

Other expense of $9.2 million was recorded in the year ended December 31, 2003. This charge relates to litigation
filed against the Company by Regal Cinemas consisting of an $8.7 million judgment plus interest and legal costs
(See Legal Matters).
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Other

(in thousands)

2003 2002 $ Change % Change
Equity in net income of joint ventures $44,967 $32,769 $12,198 37.2%
Gain on sale of joint venture interests 7,950 - 7,950 100.0
Minority interests (5,365) (21,570) 16,205 (75.1)
Income tax of taxable REIT subsidiaries
and franchise taxes (1,626) (742) (884) 119.1

Equity in net income of joint ventures increases related to $6.2 million from the six joint ventures formed in 2003,

a $3.4 million increase relates to the gain on extinguishment of debt at one joint venture and a $2.2 million increase,

net, relates to the Company's other joint ventures. During 2002 and 2003, the Company completed a significant amount

of capital transactions related to its joint venture interests. In the two-year period ended December 31, 2003, these joint
ventures sold 13 properties to third parties, six properties, (or interests therein) to the Company and 67 sites formerly
occupied by Service Merchandise to third parties. These gains resulted in an aggregate increase in net income of approximately
$0.4 million for the year ended December 31, 2003 as compared to 2002. Gains in 2003 include approximately $7.5 million
of promoted income received from the Company’s joint venture partners from the transfer of six of these properties.

Gain on sale of joint venture interests relates to the sale of joint venture interests to the MDT Joint Venture in the
fourth quarter of 2003. The Company retained a 14.5% effective ownership interest in these assets and accordingly
deferred approximately $19.5 million, which will be amortized over the life of the assets.

Minority equity interest expense decreased primarily due to the redemption of $180 million of Preferred OP Units from
the proceeds associated with the issuance of the Preferred Class G shares in March 2003 and the conversion of $35.0 million
of Preferred OP Units into 1.6 million common shares in December 2002.

Income tax expense of the Company's taxable REIT subsidiaries and franchise taxes is primarily attributable to an
increase in franchise taxes primarily related to acquisitions.

Discontinued Operations

(in thousands)

2003 2002 $ Change % Change
Income from operations $226 $(1,777) $ 2,003 (112.7)%
Gain (loss) on disposition of real estate, net 460 4,276 (3,816) (89.2)

$686 $ 2,499 $(1,813) (72.5)%

Discontinued operations includes the operations of 28 shopping center properties and seven business center properties
aggregating approximately 2.1 million square feet of GLA, of which 14 were sold in 2004, 13 in 2003 and eight in 2002.
The Company recorded an impairment charge of $2.6 million and $4.7 million for the year ended December 31, 2003 and
2002, respectively, related to the sale of three shopping centers.

Gain on the sale of discontinued operations is primarily due to the sale of 13 properties in 2003.

Gain on Disposition of Assets
(in thousands)

2003 2002 $ Change % Change
Gain on disposition of assets $73,932 $3,429 $70,503 2,056.1%

Gain on disposition of real estate in 2003 primarily related to the transfer of seven assets to a 20% owned joint venture
and four assets to an effectively 14.5% owned joint venture, which aggregated $67.1 million and land sales which
aggregated $6.8 miltion.

Gain on disposition of real estate in 2002 primarily related to the sale of a 90% interest in a recently developed
shopping center property located in Kildeer, Illinois, which resulted in a gain of $2.5 million and land sales which resulted

in an aggregate gain of $0.9 million.




Net income

(in thousands)
2003 2002 $ Change % Change
Net Income $240,261 $101,970 $138,291 135.6%

Net income increased primarily due to the merger with JDN, gain on sale of assets and various financing transactions.
A summary of the changes from 2002 is as follows (in millions):

Increase in net operating revenues (total revenues in excess of operating and
maintenance expenses, real estate taxes, general and administrative expense

and other expense) $65.0
Increase in equity in net income of joint ventures 12.2
Increase in gain on sale of joint venture interests 8.0
increase in interest expense (13.1)
Increase in gain on sale of real estate and real estate investments 70.5
Decrease in gain from discontinued operation (1.8)
Increase in depreciation (17.0)
Decrease in minority interest expense 16.2
Decrease in interest income (0.8)
Increase in income tax (0.9)
$138.3

FUNDS FROM OPERATIONS

The Company believes that Funds From Operations (“FFO"), which is a non-GAAP financial measure, provides an additional and useful
means to assess the financial performance of real estate investment trusts (“REITs"). It is frequently used by securities analysts,
investors and other interested parties to evaluate the performance of REITs, most of which present FFO along with net income as
calculated in accordance with GAAP.

FFO is intended to exclude GAAP historical cost depreciation and amortization of real estate and real estate investments, which
assumes that the value of real estate assets diminishes ratably over time. Historically, however, real estate values have risen or fallen
with market conditions and many companies utilize different depreciable lives and methods. Because FFO excludes depreciation and
amortization unigue to real estate, gains and losses from depreciable property dispositions and extraordinary items, it provides a
performance measure that, when compared year over year, reflects the impact on operations from trends in occupancy rates, rental
rates, operating costs, acquisition and development activities and interest costs, which provides a perspective of the Company’s
financial performance not immediately apparent from net income determined in accordance with GAAP.

FFO available to common shareholders is generally defined and calculated by the Company as net income, adjusted to exclude:
(1) preferred dividends, (ii) gains (or losses) from sales of depreciable real estate property, except for those sold through the Company's
merchant building program, which are presented net of taxes, (iii) sales of securities, (iv) extraordinary items and (v) certain non-cash
items. These non-cash items principally include real property depreciation, equity income from joint ventures and equity income from
minority equity investments and adding the Company's proportionate share of FFO from its unconsolidated joint ventures and minority
equity investments, determined on a consistent basis.

For the reasons described above, management believes that FFO provides the Company and investors with an important indicator
of the Company's operating performance. This measure of performance is used by the Company for several business purposes and for
REITs it provides a recognized measure of performance other than GAAP net income, which may include non-cash items (often large).
Other real estate companies may calculate FFO in a different manner.

The Company uses FFO (i) in executive employment agreements to determine incentives received based on the Company’s
performance, (ii) as a measure of a real estate asset's performance, (iii} to shape acquisition, disposition and capital investment
strategies and (iv) to compare the Company’s performance to that of other publicly traded shopping center REITs.

Management recognizes FFO's limitations when compared to GAAP's income from continuing operations. FFO does not represent
amounts available for needed capital replacement or expansion, debt service obligations, or other commitments and uncertainties.
Management does not use FFO as an indicator of the Company’'s cash obligations and funding requirement for future commitments,
acquisition or development activities. FFO does not represent cash generated from operating activities in accordance with GAAP and
is not necessarily indicative of cash available to fund cash needs, including the payment of dividends. FFO should not be considered
as an alternative to net income {computed in accordance with GAAP) or as an alternative to cash flow as a measure of liquidity.

FFO is simply used as an additional indicator of the Company’s operating performance.

In 2004, FFO applicable to common shareholders was $292.3 miltion as compared to $211.7 million in 2003 and $154.7 million
in 2002. The increase in total FFO in 2004 is principally attributable to increases in revenues from the Core Portfolio Properties, the
acquisition of assets from Benderson, the merger with JDN, acquisitions and developments, the gain on sale of assets and residual
land and various financing transactions.
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The Company's calculation of FFO is as foilows (in thousands):

Year ended December 31,

2004 2003 2002
Net income applicable to common shareholders® $219,056 $189,056 $ 69,368
Depreciation and amortization of real estate investments 130,536 93,174 76,462
Equity in net income of joint ventures (40,895) (44,967) (32,769)
Gain on sale of joint venture interests - (7,950) -
Joint ventures’ FFO® 46,209 47,942 44,473
Minority equity interests (OP Units) 2,607 1,769 1,450
Gain on disposition of depreciable real estate™ (68,179) (67,352) (4,2786)
Cumulative effect of adoption of a new accounting standard‘® 3,001 - -
FFO applicable to common shareholders 292,335 211,672 154,708
Preferred dividends'® 50,706 51,205 32,602
Total FFO $343,041 $262,877 $187,310
(1) Includes straight-line rental revenues, which approximated $7.4 million in 2004, $6.3 million in 2003 and $3.3 million in 2002 (including discontinued operations).
(2) Joint ventures' FFO is summarized as follows (in thousands}):
Year ended December 31,
2004 2003 2002
Net income® $118,779 $120,899 $105,560
Depreciation and amortization of real estate investments 68,456 45,074 38,168
Gain on disposition of real estate®™ (37,866) (59,354) (29,413)
$149,369 $106,619 $114,315
DDR ownership interests® $ 46,209 $ 47,842 $44,473

(a)Includes straight-line rental revenue of approximately $8.5 million in 2004, $4.8 million in 2003, and $3.2 million in 2002. The Company's prapartionate share of straight-line rental revenues was $1.4 million,

$1.2 miflion and $1.1 million in 2004, 2003 and 2002, respectively. These amounts include discontinued operations.

(b} Included in equity in net income of joint ventures is approximately $7.5 million of promated income received from the Company’s joint venture partners during the fourth quarter of 2003 which is included in the
Company's FFO. Also included in the joint venture net income and FFO, in the fourth quarter of 2003, is a gain associated with the early extinguishment of debt of approximately $4.2 million of which the
Company's proportionate share approximated $3.4 miflion. The gain on sale of recently developed shopping centers, owned by the Company's taxable REIT affiliates, is included in FFQ, as the Company considers
these properties as part of the merchant building program. These properties were either developed through the Retail Value Investment Program with Prudential Real Estate Investors, or were assets sold in
conjunction with the formation of the joint venture which holds the designation rights for the Service Merchandise properties. These gains aggregated $6.5 million, $4.3 million and $22.5 million for the years
ended December 31, 2004, 2003 and 2002, respectively, of which the Company’s proportionate share aggregated $1.7 million, $0.9 million and $11.3 milllon, respectively.

(c) The Company's share of joint venture net income has been reduced by $1.3 miltion, $1,6 million and $2.0 million for the twelve month periods ended December 31, 2004, 2003, and 2002, respectively, related to
basis differentials. At December 31, 2004, 2003 and 2002, the Company owned joint venture interests relating to 103, 54 and 49 operating shopping center properties, respectively, In addition, at December 31,
2004, 2003 and 2C02, the Company owned through its approximately 25% owned joint venture, 83, 72 and 100 shopping center sites, respectively, formerly owned by Service Merchandise. The Company also
owned an approximate 25% interest in a joint venture with Prudential (Retail Value Investment Program) and a 50% joint venture equity interest in a real estate management/development company.

{3) The amount refiected as gain on dispesition of real estate and real estate investments from continuing aperations in the consolidated statement of operations includes residual Jand sates, which management considers
a sale of non-depreciated real property and the sale of newly developed shopping centers for which the Company maintained continuing involvement. These sales are included in the Compary's FFQ and therefore are

not reflected as an adjustment to FFO.

14) The Company recorded a charge of $3.0 million in 2004 as a cumulative effect of adoption of a new accounting standard attributable to the consolidation of the shopping center in Martinsville, Virginia. This amount

represents the minority partner's share of cumulative losses in the partnership.

{8) The Company complied with the Securities and Exchange Commission's {“SEC") July 31, 2003 Staff Policy statement that clarifies EITF Topic No. D-42, “The Effect on the Calculation of Earnings per Share for the
Redemption or Induced Conversion of Preferred Stock,” and restated net income applicable to common sharehalders for fiscal year 2002 and recorded the non-cash charges associated with the write-off of original
issuance costs related to the Company’s redemption of preferred shares. As a result of this change in accounting principle, the Company has recorded a charge of $10.7 million and $5.5 million for the years ended

December 31, 2003 and 2002, respectively, to net income applicable to common shareholders and FFO.




LIQUIDITY AND CAPITAL RESOURCES

The Company anticipates that cash flow from operating activities will continue to provide adequate capital for all interest and monthly
principal payments on outstanding indebtedness, recurring tenant improvements, as well as dividend payments in accordance with
REIT requirements and that cash on hand, borrowings under its existing revolving credit facilities, as welt as other debt and equity
alternatives, including the issuance of common and preferred shares, OP Units, joint venture capital and asset sales, will provide the
necessary capital to achieve continued growth. The increase in cash flow from operating activities in 2004 as compared to 2003 was
primarily attributable to the acquisition of assets from Benderson, the merger with JDN and various financing transactions and an
increase in operating distributions from equity owned affiliates offset by the payment of the $8.7 million litigation settlement. The
Company's acquisition and developments completed in 2004 and 2003, new leasing, expansion and re-tenanting of the Core Portfolio
Properties continue to add to the Company’'s cash flow. Changes in cash flow from investing activities are described in Strategic Real
Estate Transactions. Changes in cash flow from financing activities are described in Financing Activities.

The Company’s cash flow activities are summarized as follows (in thousands):

Year ended December 31,

2004 2003 2002
Cash flow from operating activities $292,226 $263,129 $210,739
Cash flow used for investing activities (1,134,601) (16,2486) (279,297)
Cash flow provided by (used for) financing activities 880,553 (251,561) 66,560

The Company satisfied its REIT requirement of distributing at least 90% of ordinary taxable income with declared common and
preferred share dividends of $245.3 mitlion in 2004 as compared to $186.1 million and $126.2 million in 2003 and 2002, respectively.
Accordingly, federal income taxes were not incurred at the corporate level. The Company’s common share dividend payout ratio for the
year approximated 67.3% of its 2004 FFO as compared 1o 65.3% and 60.9% in 2003 and 2002, respectively.

In November 2004, the Company’s Board of Directors approved an increase in the 2005 quarterly dividend per common share to
$0.54. The Company paid quarterly dividends per common share of $0.46 in the first and second quarters of 2004 and $0.51 in the
third and fourth quarters of 2004. These increases are a result of increased cash flow attributable to the acquisition of assets from
Benderson and the 15 shopping center assets acquired in Puerto Rico in 2005, The Company anticipates that the increased dividend level
will continue to result in a conservative pay-out ratio. A low pay-out ratio enables the Company to retain more capital, which will be utilized
towards attractive investment opportunities in the development, acquisition and expansion of portfolio properties or for debt repayment.
Although there has been a slight increase in the Company’s pay-out ratio since 2002, the Company believes that it still has one of the
lowest pay-out ratios in the industry. See “Off Balance Sheet Arrangements” and “Contractual Obligations and Other Commitments”
sections for discussion of additional disclosure of capital resources.




ACQUISITIONS, DEVELOPMENTS AND EXPANSIONS

During the three-year period ended December 31, 2004, the Company and its joint ventures expended $4.5 biilion, net, to acquire,
develop, expand, improve and re-tenant its properties as follows (in millions);

Year ended December 31,

2004 2003 2002
Company:
Acquisitions $2,170.8@ $1,363.6®® $298.6%9
Completed expansions 25.2 26.8 8.0
Developments and construction in progress 203.8 104.6 66.4
Tenant improvements and building renovations® 6.6 6.3 7.3
Furniture and fixtures and equipment 1.3 1.9 2.3
2,407.7 1,503.2 382.6
Less real estate sales and property contributed to joint ventures {689.2)% (422.4) (72.2)49
Company total 1,718.5 1,080.8 310.4
Joint Ventures:
Acquisitions/Contributions 1,147.0% 1,221.7® 53.0
Completed expansions 10.3 9.7 9.0
Developments and construction in progress 38.9 120.1 48.6
Tenant improvements and building renovations® 0.6 0.6 1.6
Other real estate investments - ~ 241,642
1,196.8 1,352.1 353.8
Less real estate sales (306.7)® (781.5)® (441.2)
Joint ventures total ' 890.1 570.6 (87.4)
2,608.6 1,651.4 223.0
Less proportionate joint venture share owned by others (807.8) (542.7) (71.0)
Total DDR net additions $1,800.8 $1,108.7 $152.0

(1) In 2005, the Company anticipates recurring capital expenditures, including tenant improvements of approximately $8.0 million associated with its whally owned and consolidated
portfolio and $0.7 million associated with its joint venture portfolio,

{2} In addition to the acquisition of assets from Benderson, amount includes the consolidation of certain joint venture assets due to FIN 46, the transfers to DDR from joint venture
assets in Littleton, Colorado and Merriam, Kansas and the purchase of DDR corporate headquarters.

[3) includes the sale of several outparcels. This balance also includes the transfer of twelve assets to the MDT Joint Venture, the transfer of twelve assets to the DPG Jaint Venture
and the transfer of thirteen assets to the DDR Markaz Il Joint Venture.

(4) In addition to the acquisition of assets discussed in {3) above, this amount included the MDT Joint Venture's acquisition of 14 assets from Benderson, the purchase of a joint
venture partner's interest in a shopping center devetapment in Deer Park, lilinois and Austin, Texas, the purchase of a fee interest in several Service Merchandise units and an
earnout of two outparcels in Kitdeer, lllinais.

(St Inciudes the transfer to DDR from joint ventures of shopping center assets focated in Littieton, Coforado and Merriam, Kansas and adjustments due to GAAP presentation
(FIN 46 and FAS 144) and the demolition of a portion of an asset in Lancaster, Catifornia.

81 Includes the JON merger of approximately $1.1 billion of assets and the transfer from joint ventures of the Leawood, Kansas and Suwanee, Georgia shopping centers, and the
consolidation of the assets owned by DD Development Company.

(7) Includes the sale of 11 shopping centers, three business centers, and the transfer of seven assets to the DDR Markaz LLC joint venture and the sale of several outparceis.
The balance alse includes the transfer of four assets to the Macquarie DDR Trust Joint Venture.

{8) The balance includes the farmation of MDT Joint Venture, DDR Markaz LLC and the acquisition of, or interests in, three shopping centers located in Phoenix, Arizona;
Pasadena, California and Kansas City, Missouri plus vacant fand acquired in the JDN merger and equity investments previously held by DD Development Company for shopping
centers in Long Beach, Catifornia; Shawnee, Kansas; Overland Pointe, Kansas; Olathe, Kansas and Kansas City, Missouri.

9 Includes six shopping centers, 22 Service Merchandise sites, the sale of an outparcel, and the transfer of the Leawood, Kansas and Suwanee, Georgia shopping centers to the
Company. Also includes shopping centers sold to the MDT Joint Venture, and assets owned by DD Development Company consolidated into DOR.

{10} Inctudes transfer from joint ventures of shopping centers lacated in independence, Missouri; Phase IV of Salisbury, Maryland; Canton, Ohia; Plainvilte, Connecticut and
San Antonio, Texas to DOR.

(11)includes a transfer to a joint venture of the shopping center in Kildeer, lliinois, and the sale of five shopping centers and three outlots.

(12) Amount represents the assets acquired from Service Merchandise pursuant to the designation rights.

2005 ACTIVITY

Strategic Real Estate Transactions

Caribbean Property Group In January 2005, the Company purchased 15 Puerto Rican retail real estate assets, totaling
nearly 5.0 milfion square feet, from CPG. The total purchase price was approximately $1.15 billion. The financing for the
transaction was provided by the assumption of approximately $660 million of existing debt and line of credit borrowings
of approximately $449.5 million on the Company's $1.0 billion senior unsecured credit facility and the application of a
$30 million deposit funded in 2004. The availability on the line of credit was created by the Company’s $250 million
common equity issuance in December 2004, $322 million of proceeds generated by sales of neighborhood grocery-anchored
centers to joint ventures and other recent asset sales, including approximately $96.6 million of sales to the Company’s
MDT Joint Venture.
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Dispositions In 2005, the Company sold the following properties:

Square Feet Sales Price

Location (thousands) {millions)
Shopping Center Properties
Transfer to Joint Venture Interests
Aurora, Colorado; lrving, Texas; Brookfield,

Wisconsin; Plainville, Connecticut; Brandon,

Florida (2 properties); Brown Deer, Wisconsin

(2 properties) and Brentwood, Tennessee™ 1,778 $284.2

(1) The Company sold these wholly-owned assets to the MDT Joint Venture. The Company retained an effective 14.5% equity
ownership interest in the joint venture. The amount includes 100% of the selling price; the Company will eliminate that
portion of the gain associated with its 14.5% ownership interest.

2004 ACTIVITY

Strategic Real Estate Transactions

Benderson Transaction In 2004, the Company entered into an agreement to purchase interests in 110 retail rea! estate
assets with approximately 18.8 million square feet of GLA from Benderson. The purchase price of the assets, including
associated expenses, was approximately $2.3 billion, including assumed debt and the value of a 2% equity interest in
certain assets valued at approximately $16.2 million that Benderson retained as set forth below.

The Company completed the purchase of 107 properties (of which 93 were purchased by the Company and 14 were
purchased directly by the MDT Joint Venture) at various dates commencing May 14, 2004 through December 21, 2004.
The remaining three properties will not be acquired.

In conjunction with the Company’'s acquisition of assets from Benderson, the following capital transactions were
entered into aggregating $1.1 billion in net proceeds, in addition to the MDT Joint Venture discussed above, were completed:

* In May 2004, the Company entered into an agreement with Bank One, Wachovia and Wells Fargo for a $200 million
three-year term loan with two one-year extension options at an interest rate of LIBOR plus 75 basis points.

¢ [n May 2004, the Company issued and sold 15,000,000 of DDR common shares with net proceeds of approximately
$491 million.

¢ In May 2004, the Company issued and sold 6,800,000 depository shares, each representing 1/20 of a share
of 7.50% Class | Cumulative Redeemable Preferred Shares. Net proceeds from the sale of the depository shares
were approximately $164.2 million.

¢ In April 2004, the Company issued $250 million, 5.25% seven-year notes through a private placement.

With respect to this joint venture, Benderson will have the right to cause the joint venture to redeem its 2.0% interest for
a price equal to the agreed upon value of the interest after 20 months from the initial acquisition, of approximately $16.2
million, adjusted to reflect changes in the price of the Company’'s common shares during the period in which Benderson
holds the 2.0% interest, less certain distributions Benderson receives from the joint venture. If Benderson exercises the
foregoing right, the Company will have the right to satisfy the joint venture's obligation by purchasing Benderson’s interest
for cash or by issuing DDR common shares to Benderson. If Benderson does not elect to exercise its right to have its interest
redeemed, the Company will have the right after 30 months from the initial acquisition to purchase that 2.0% interest for
cash or common shares for a price determined in the same manner as if Benderson had elected to cause such redemption.

The Company funded the transaction through a combination of new debt financing, the issuance of cumulative preferred
shares and common shares (see Financings) and asset transfers to the MDT Joint Venture (see MDT Joint Venture),
discussed above line of credit borrowings and assumed debt. With respect to assumed debt, the fair value of indebtedness
assumed upon closing was approximately $400 million, which inctuded an adjustment of approximately $30.0 million to fair
value, based on rates for debt with similar terms and remaining maturities as of May 2004.

The Benderson assets are located in 11 states, with over 80.0% of the GLA in New York and New Jersey. The
Benderson assets were approximately 94.6% leased, including master lease units, at June 30, 2004, and the largest
tenants, based on revenues, include Tops Markets (Ahold USA), Wal-Mart/Sam’s Club, Home Depot and Dick’s Sporting
Goods. Prior to the transaction, the Company owned less than 100,000 square feet of GLA in New York and approximately
2.7 million square feet of GLA in New Jersey.

Benderson entered into a five-year master lease for certain vacant space that was either covered by a letter of intent
as of the closing date or a new lease with respect to which the tenant had not begun to pay rent as of the closing date.
During the five-year master lease, Benderson agreed to pay the rent for such vacant space until each applicable tenant’s rent
commencement date. The Company recorded the master lease receivable at December 31, 2004 as part of the purchase
price allocation. Included in accounts receivable is approximately $3.2 miltion related to a master lease obligation from
Benderson.
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MDT Joint Venture In November 2003, the Company closed a transaction pursuant to which the Company formed an
Australian based Listed Property Trust, Macquarie DDR Trust (“MDT"), with Macquarie Bank Limited (ASX: MBL), an
international investment bank, advisor and manager of specialized real éstate funds in Australia (“MDT Joint Venture”).
MDT focuses on acquiring ownership interests in institutional-quality community center properties in the U.S. DDR remains
responsible for all day-to-day operations of the properties and receives fees at prevailing rates for property management,
leasing, construction management, acquisitions, due diligence, dispositions (including outparcel sales) and financing.
Through their joint venture, DDR and MBL will also receive base asset management fees and incentive fees based on the
performance of MDT. At December 31, 2004, MDT, which listed on the Australian Stock Exchange in November 2003,
owned an approximate 83% interest in the portfolio. DDR retained an effective 14.5% ownership interest in the assets

and MBL primarily owning the remaining 2.5%.

In May 2004, the MDT Joint Venture acquired an indirect ownership interest in 23 retail properties, which consisted
of over 4.0 million square feet of Company-owned GLA. The aggregate purchase price of the properties was approximately
$538.0 million. Eight of the properties acquired by MDT Joint Venture were owned by the Company and one of the properties
was held by the Company through a joint venture which aggregated approximately $239 million. Fourteen of the properties
acquired by MDT were owned by Benderson and valued at approximately $299 million. In December 2004, the Company
contributed three operating properties to the MDT Joint Venture for approximately $96.6 million. These transactions
aggregating $634.3 million were funded by approximately $321.4 million of equity and $312.9 million of debt and assets
and liabilities assumed. The Company recognized a gain of approximately $65.4 million relating to the sale of the effective
85.5% interest in these properties and deferred a gain of approximately $11.1 million relating to the Company’s effective
14.5% interest.

Through March 15, 2005, the Company sold an additional nine properties to the MDT Joint Venture for approximately
$284.2 million.

The MDT Joint Venture has a two-year right of first offer which expires March 2005 on 20 pre-determined joint venture
and wholly-owned assets in DDR’s portfolio. This right of first offer only applies if DDR determines that it will pursue the
sale of these assets. The MDT Joint Venture also is expected to pursue acquisitions of additional stabilized, institutional-quality
community center properties.

The MDT Joint Venture is governed by a board of directors, which includes three members selected by DDR, three
members selected by MBL and three independent members. ‘

Coventry Il In 2003, the Coventry Real Estate Fund Il (the “Coventry Il Fund”") was formed with several institutional
investors and Coventry Real Estate Advisors ("CREA") as the investment manager. Neither the Company nor any of

its officers, own a common interest in the Coventry Il Fund or have any incentive compensation tied to this Fund. The
Coventry Il Fund and DDR have agreed to jointly acquire value-added retail properties in the United States. CREA obtained
$330 million of equity commitments to co-invest exciusively in joint ventures with DDR. The Coventry Il Fund’s strategy
is to invest in a variety of retail properties that present opportunities for value creation, such as re-tenanting, market
repositioning, redevelopment or expansion.

DDR expects, but is not obligated, to co-invest 20% in each joint venture and will be responsible for day-to-day
management of the properties. Pursuant to the terms of the joint venture, DDR will earn fees for property management,
leasing and construction management, DDR also will earn a promoted interest, along with CREA, above a 10% preferred
return after return of capital to fund investors. The assets of the Coventry Il Joint Venture at December 31, 2004 are
as follows:

Square Acquisition
Effective Feet Price
Location Interest (thousands) (miilions)
2004:
Buena Park, California 20% 738 $91.5
San Antonio, Texas 10% Under Development® 8.1
Seattle, Washington 20% 291 37.0
Phoenix, Arizona 20% 1,134 46.5
2003:
Kansas City, Missouri 20% 712 48.4

{1) Expected to be completed in Fall 2005. A third party developer awns 50% of this investment.
{2} Net of $2.5 million sale to Target.




Prudential Joint Venture In October 2004, the Company completed a $128 million joint venture transaction (“DPG Joint
Venture”) with Prudential Real Estate Investors (“PREI(”). The Company contributed 12 neighborhood grocery-anchored
retail properties to the joint venture, eight of which were acquired by the Company from Benderson and four of which were
acquired from JDN. The joint venture assumed approximately $12 million of secured, non-recourse financing associated with
two properties. The Company maintains a 10% ownership in the joint venture and continues day-to-day management of the
assets. The Company earns fees for property management, leasing and development. The Company recognized a gain of
approximately $4.2 million relating to the sale of the 90% interest in these properties and deferred a gain of approximately
$0.5 million relating to the Company's 10% interest.

Kuwait Financial Centre Joint Venture Il In November 2004, the Company completed a $204 million joint venture transaction
{“DDR Markaz 11”) with an investor group led by Kuwait Financial Centre-Markaz (a Kuwaiti publicly traded company). The
Company contributed 13 neighborhood grocery-anchored retail properties to the joint venture, nine of which were acquired
by the Company from Benderson, three of which were acquired from JDN and one of which was owned by the Company. DDR
Markaz Il obtained approximately $150 million of seven-year secured non-recourse financing at a fixed rate of approximately
5.1%. The Company maintains a 20% equity ownership in the joint venture and continues day-to-day management of the
assets. The Company earns fees at prevailing rates for property management, leasing and development. The Company
recognized a gain of approximately $2.5 million relating to the sale of the 80% interest in these properties and deferred

a gain of approximately $0.7 million relating to the Company's 20% interest.

Service Merchandise Joint Venture In March 2002, the Company entered into a joint venture with Lubert-Adler Funds and
Klaff Realty, L.P., which was awarded asset designation rights for all of the retail real estate interests of the bankrupt estate
of Service Merchandise Corporation. The Company has an approximate 25% interest in the joint venture. In addition, the
Company earns fees for the management, leasing, development and disposition of the real estate portfolio. The designation
rights enable the joint venture to determine the ultimate use and disposition of the real estate interests held by the bankrupt
estate. At December 31, 2004, the portfolio consisted of 63 Service Merchandise retail sites totaling approximately

3.4 million square feet, of which 69.6% is leased or in the process of being leased.

During 2004, the joint venture sold 11 sites and received gross proceeds of approximately $20.7 million and recorded
an aggregate gain of $2.0 million of which the Company's proportionate share was approximately $0.5 million. In 2004, the
Company earned an aggregate of $1.4 million including disposition, development, management and leasing fees and interest
income of $1.2 million relating to this investment. This joint venture has total assets and total debt of approximately
$177.5 million and $62.6 million, respectively, at December 31, 2004. The Company’'s investment in this joint venture
was $27.2 million at December 31, 2004.

Expansions During the year ended December 31, 2004, the Company completed seven expansion and redevelopment
projects located in North Little Rock, Arkansas; Brandon, Florida; Starkville, Mississippi; Aurora, Ohio; Tiffin, Ohio; Monaca,
Pennsylvania and Chattanooga, Tennessee at an aggregate cost of approximately $25.2 million. The Company is currently
expanding/redeveloping 11 shopping centers located in Gadsden, Alabama; Tallahassee, Florida; Suwanee, Georgia;
Ottumwa, lowa; Gaylord, Michigan; Princeton, New Jersey; Hendersonville, North Carolina; Allentown, Pennsylvania;

Erie, Pennsylvania; Brentwood, Tennessee and Johnson City, Tennessee at a projected incremental cost of approximately
$33.8 million. The Company is also scheduled to commence construction on an additional expansion project at its shopping
center located in Amherst, New York.
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Acquisitions In 2004, the Company acquired the following shopping center assets:

Gross
Square Purchase

Feet Price
Location {thousands) {millions)
Littleton, Colorado® 228 $ 6.3

Benderson Development Company (See

2004 Strategic Real Estate Transactions) 12,501 2,014.4
12,729 $2,020.7

(1 Reflects the Company's purchase price, net of debt assumed, associated with the acquisition of its partner's
50% ownership interest,

In 2004, the Company’s joint ventures acquired the following shopping center assets, not including those assets
purchased from the Company or its joint ventures:

Gross
Square Purchase
Feet Price
Location (thousands) (millions)
Buena Park, California® 738 $ 915
Kirkland, Washington‘ 291 37.0
Phoenix, Arizong® 1,134 45.6
San Antonio, Texas® N/A N/A
Benderson Development Company® 2,497 299.0
4,660 $473.1

{1) The Company purchased a 20% equity interest.
12) The Company purchased an effective 10% equity interest for $8.1 million. Approximately 16 acres of land
were sold to Target for $2.5 million subsequent to the purchase. This project is currently under development.
t3) The MDT Jaint Venture acquired an indirect ownership interest in 23 retail properties. Eight of the properties
acquired by the MDT Joint Venture were owned by the Company and one of the properties was held by the
Company through a joint venture, These nine properties were valued at approximately $239 million. Fourteen
of the properties acquired by the MDT Joint Venture were owned by Benderson and valued at approximately
$299 million. The Company owns a 14.5% equity interest in the MDT Joint Venture.
Development (Consolidated) During the year ended December 31, 2004, the Company substantially completed the
construction of seven shopping centers located in Long Beach, California; Fort Collins, Colorado; St. Louis, Missouri;
Hamilton, New Jersey; Apex, North Carolina; Irving, Texas and Mesquite, Texas.

The Company currently has seven shopping center projects under construction. These projects are located in Miami,
Florida; Overland Park, Kansas; Chesterfield, Michigan; Lansing, Michigan; Freehold, New Jersey; Mount Laurel, New Jersey
and Pittsburgh, Pennsylvania. These projects are scheduled for completion during 2005 and 2006 at a projected aggregate
cost of approximately $235.3 million and will create an additional 2.5 miliion square feet of retail space. At December 31,
2004, approximately $153.8 million of costs were incurred in relation to these development projects.

The Company anticipates commencing construction in 2005 on two additional shopping centers located in Norwood,
Massachusetts and McKinney, Texas.

The wholly-owned and consolidated development funding schedule as of December 31, 2004 is as follows (in millions):

Funded as of December 31, 2004 $460.0®
Projected net funding during 2005 94.9@
Projected net funding thereafter 25.3@
Total $580.2

(1} Amount includes funding for assets previously placed in service.
(2) Amount will be reduced by additional proceeds to be obtained through
construction loans.

Development (Joint Ventures) The Company has joint venture development agreements for four shopping center projects.
These projects have an aggregate projected cost of approximately $119 million. These projects are located in Jefferson
County (St. Louis, Missouri); Apex, North Carolina (Phases il and 1V), adjacent to a wholly-owned development project;
and San Antonio, Texas. A portion of the project located in Jefferson County {St. Louis, Missouri) has been substantially
completed. The remaining projects are scheduled for completion in 2005 and 2006. At December 31, 2004, approximately
$24.5 million of costs were incurred in relation to these development projects.



The joint venture development funding schedule as of December 31, 2004 is as follows {in millions):

DDR’s JV Partners’ Proceeds from

Proportionate Proportionate Construction
Share Share Loans Totat
Funded as of December 31, 2004 $13.2 $6.0 $ 53 $ 245
Projected net funding during 2005 6.8 - 62.1 68.9
Projected net funding thereafter - - 25.6 25.6
Total $20.0 $6.0 $393.0 $119.0

Dispositions In 2004, the Company sold the following properties:

Square Feet Sales Price  Galn (Loss)

Location (thousands) (millions) {millions)
Shopping Center Properties

Core Portfolio Properties™® 414 $ 17.8 $ 3.5
Former JON Properties® 270 38.9 2.6

Transfer to Joint Venture Interests
Coon Rapids, Minnesota; Asheville, North Carolina; Murfreesboro, Tennessee; Nashviile,

Tennessee; Monaca, Pennsylvania; Fayetteville, Arkansas (2 properties); Erie,

Pennsylvania; Columbia, South Carolina; Lewisville, Texas and Birmingham, Alabama® 2,321 285.3 65.4
Lawrenceville, Georgia; Lilburn, Georgia; Columbia, Tennessee; Farragut, Tennessee;

Hamburg, New York; Arcade, New York; Avon, New York; Norwich, New York;

Tonawanda, New York (2 properties); Hamiin, New York and Elmira, New York 1,168 128.6 4.2
Loganville, Georgia; Goodlettsville,Tennessee; Oxford, Mississippi; lrondequoit,

New York; Orchard Park, New York; Rochester, New York; Cheektowaga, New York;

Jamestown, New York; Warsaw, New York; Ontario, New York; Leroy, New York;

Chilficothe, Ohio and Amherst, New York ©! 1,577 203.8 25
Business Center Properties® 94 8.3 1.9
5,844 $682.7 $80.1

(1) Properties located in Trinidad, Colorado; Waterbury, Connecticut; Hazard, Kentucky; Las Vegas, Nevada and North Clmsted, Ohio. Property in North Olmsted, Ohio represents the sale of an asset
through the merchant building program. This property was consolidated into the Company with the adoption of FIN 46 in 2004,

42y Properties located in Canton, Georgia; Cumming, Georgia; Marietta, Georgia; Peachtree City. Georgia; Suwanee, Georgia; Sumter, South Carolina; Franklin, Tennessee and Milwaukee, Wisconsin.

43) The Company contributed eleven wholly-owned assets of the Company to the MDT Joint Venture, The Company retained an effective 14.5% equity ownership interest in the joint venture. The amount
includes 100% of the selling price; the Company eliminated that partion of the gain associated with its 14.5% ownership interest {See 2004 Strategic Real Estate Transactions).

14} The Company formed a new joint venture with PRE) in 2004 and contributed 12 neighborhood grocery-anchored retail properties of the Company. The Company retained a 10% equity ownershig interest
in the joint venture. The amount includes 100% of the selling price: the Company eliminated that portion of the gain associated with its 10% ownership interest {See 2004 Strategic Real Estate
Transactions).

5) The Company formed DDR Markaz !l in 2004 and contributed 13 neighborhood grocery-anchored retail properties of the Company. The Company retained a 20% equity ownership interest in the joint
venture. The amount includes 100% of the selling price; the Company eliminated that portion of the gain associated with its 20% ownership interest (See 2004 Strategic Real Estate Transactions).

16) Properties located in Sorrento, California and Mentor, Ohio.

In 2004, the Company's joint ventures sold the following shopping center properties, excluding the one property
purchased by the Company as described above:

Company’s
Company’s Proportionate

Effective Square Sales Share of
Ownership Feet Price Gain

Location Percentage (thousands) (mlitions) {millions)
Puente Hills, California® 20.00% 519 $ 66.2 $ 4.0
Mission Viejo, California 20.00% 46 18.0 2.0
San Antonio, Texas 35.00% 320 59.1 6.7
Long Beach, California™ 24.75% 85 16.6 1.3
Service Merchandise locations 25.00% 692 20.7 0.5
1,662 $180.6 $14.5

{1) The joint venture sold a significant portion of the shopping center.




2003 ACTIVITY
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Strategic Real Estate Transactions

Merger with JDN Realty Corporation During the first quarter of 2003, the Company and JDN's shareholders approved a
definitive merger agreement pursuant to which JDN shareholders received 0.518 common shares of DDR in exchange for
each share of JDN common stock on March 13, 2003. DDR issued approximately 18 million common shares in conjunction
with this merger. The transaction valued JDN at approximately $1.1 billion, which included approximately $606.2 million
of assumed debt at fair market value and $50 million of voting preferred shares. The Company repaid approximately
$314 million of debt assumed subsequent to the merger. DDR acquired 102 retail assets aggregating 23 million square
feet. Additionally, DDR acquired a development pipeline of additional properties.

Macquarie DDR Trust [n 2003, the MDT Joint Venture acquired, at an aggregate purchase value (assuming 100% ownership)
of approximately $730 million, an initial portfolio of eleven assets previously owned by DDR and its joint ventures, funded
by approximately $363.5 million of equity and $366.5 million of debt and assets and liabilities assumed. The MDT Joint
Venture initially owned an 81.0% interest in the eleven asset portfolio. DDR retained a 14.5% effective ownership interest in
the assets and MBL owns the remaining 4.5%. DDR recorded fees aggregating $6.7 million in 2003 in connection with the
structuring, formation and operation of the MDT Joint Venture. DDR received approximately $195 million in cash and
retained a $53 million equity investment in the joint venture, which represents DDR's 14.5% effective ownership interest.

Kuwait Financial Centre Joint Venture In May 2003, the Company completed a $156 million joint venture transaction
(“DDR Markaz |”) with an investor group led by Kuwait Financial Centre-Markaz. The Company contributed seven retail
properties to the joint venture. In connection with this formation, DDR Markaz | secured $110 million, non-recourse,
five-year, secured financing at a fixed interest rate of approximately 4.13%. Proceeds from the transaction were used to
repay variable rate indebtedness. The Company retained a 20% ownership interest in these seven properties. The Company
recognized a gain of approximately $25.8 million, none of which was included in FFO, relating to the sale of the 80% interest
in these properties and deferred a gain of approximately $6.5 million relating to the Company’'s 20% interest. These properties
are not included in discontinued operations as the Company maintains continuing involvement through both its ownership
interest and management activities. The Company earns fees at prevailing rates for asset management, property management,
leasing, out-parcel sales and construction management.

Coventry Il In 2003, the Coventry Il Joint Venture acquired Ward Parkway, a 712,000 square foot shopping center located
in suburban Kansas City, Missouri that was purchased for approximately $48.4 million.

Service Merchandise Joint Venture During 2003, the joint venture sold 22 sites and received gross proceeds of approximately
$55.0 million and recorded an aggregate gain of $5.1 million of which the Company's proportionate share was approximately
$1.3 million. In 2003, the Company also earned disposition, development, management and leasing fees aggregating
$1.7 million and interest income of $1.0 million relating to this investment. The Company also received distributions
aggregating $1.0 million resulting from loan refinancings at the joint venture level.

Expansions In 2003, the Company completed expansions and redevelopments at nine shopping centers located in
Birmingham, Alabama; Bayonet Point, Florida; Brandon, Florida; Tucker, Georgia; Fayetteville, North Carolina; North Canton,
Ohio; Erie, Pennsylvania; Riverdale, Utah and Taylorsville, Utah at an aggregate cost of approximately $26.8 million.

In 2003, the Company’s joint ventures completed expansions and redevelopments at three shopping centers located in
San Ysidro, California; Shawnee, Kansas and North Olmsted, Ohio at an aggregate cost of approximately $9.7 million.

Acquisitions In 2003, the Company acquired the following shopping center assets:

Gross
Square Purchase
. Feet Price
Location (thousands) (millions)
JDN merger (See Strategic
Real Estate Transactions) 23,036 $1,051.5
Suwanee, Georgia 306 3.4
Leawood, Kansas 413 15.3?
Gulfport, Mississippi 540 45.5
Broomfield, Colorado 422 55.5
24,717 $1,171.2

(1) Reflects the Company’s purchase price associated with the acquisition of its partner's 51% ownership interest.
(2) Reflects the Company's purchase price associated with the acquisition of its partner's 50% ownership interest.




in 2003, the Company’s joint ventures acquired the following shopping center assets, not including those purchased from
the Company or its joint ventures:

Gross
Square Purchase
Feet Price
Location (thousands) {millions)
Kansas City, Missouri 712 $ 48.4@
Phoenix, Arizona 296 43.0@
Pasadena, California 560 113.5®
1,568 $204.9

1) The Company purchased a 20% equity interest.
2} The Company purchased a 67% equity interest, net of debt assumed, for approximately $17.4 million.
3} The Compeny purchased a 25% equity interest, net of debt assumed, for approximately $7.1 million.

The MDT Joint Venture acquired seven assets from other joint venture investments and four assets from the Company.
Development In 2003, the Company substantially completed the construction of thirteen shopping centers located in
Fayetteville, Arkansas; Sacramento, California; Aurora, Colorado; Parker, Colorado; Parker South, Colorado; Lithonia,
‘Georgia; McDonough, Georgia; Meridian, |daho (Phase Il of the existing shopping center); Grandville, Michigan; Coon Rapids
(Minneapolis) Minnesota; St. John's, Missouri; Erie, Pennsylvania and Frisco, Texas.

Dispositions In 2003, the Company sold the following properties:

Square Feet Sales Price  Gain (Loss)

Location (thousands) {milllons) {millions)
Shopping Center Properties

Core Portfolio Properties™ 110 $ 4.9 $(1.4)
Former JDN Properties® 399 42.2 (0.5)

Transfer to Joint Venture Interests
Richmond, California; Oviedo, Florida; Tampa, Florida; Highland, Indiana;

Grove City, Ohio; Toledo, Ohio and Winchester, Virginia'® 1,441 156.0 25.8
St. Paul, Minnesota; independence, Missouri; Canton, Ohio and North Olmsted, Ohio® 1,873 229.1 41.3
Business Center Properties 385 14.0 0.5

4,218 $446.2 $65.7

(1) Properties located in Eastiake, Ohio; St. Louis, Missouri and Anderson, South Carolina.

(2} Properties located in Atlanta, Georgia; Decatur, Alabama; Nacogdoches, Texas; Fayettevilte, Georgia: Lilburn, Georgia; Guif Breeze, Florida and Buford, Georgia.

(31 The Company formed a joint venture with funding advised by Kuwait Financial Centre — Markaz and contributed seven wholly-owned shopping centers. The Company retained a 20% equity ownership
interest in the joint venture. The amount includes 100% of the selling price; the Company eliminated that portion of gain associated with its 20% ownership interest (See 2003 Strategic Real Estate
Transactions),

(4) The Company contributed four wholly-owned assets of the Company to the MDT Joint Venture. The Company retained an effective 14.5% equity ownership interest in the joint venture. The amount
includes 100% of the selling price; the Company eliminated that portion of the gain associated with its 14.5% ownership interest (See 2003 Strategic Real Estate Transactions).

(5} Properties located in Aurora, Ohio; Streetsboro, Ohio and Twinsburg, Ohio.

In 2003, the Company's joint ventures sold the following shopping center properties excluding those purchased
by the Company as described above:

Company’s
Company's Proportionate
Effective Square Sales Share of
Ownership Feet Price Gain
Location Percentage (thousands) (millions) (millions)
Beliingham, Washington; Sacramento, Catifornia and Fullerton, California 20.00% 420 $ 57.8 $ 2.6
St. Louis, Missouri 50.00% 211 22.0 2.6
Kansas City, Missouri 24.75% 15 2.6 0.1
San Diego, California 20.00% 440 95.0 7.1
Service Merchandise iocations 24.75% 1,174 55.0 1.3

2,260 $232.4 $13.7

The Company’s joint ventures also soid their interest in seven assets to the MDT Joint Venture at a gross sales price
aggregating $497.6 million. Since the membership interests in the Company’s Community Center Joint Venture and Coon
Rapids Joint Venture were transferred to the MDT Joint Venture, the gain was recognized at the partnership level. The
Company recognized a gain of $27.4 million on its partnership interests. However, since the Company retained an effective
14.5% interest in the MDT Joint Venture, the Company has deferred the recognition of $19.5 million of this gain. The
aggregate gain recognized by the Company relating to the sale of its equity interest in these entities to the MDT Joint
Venture of $8.0 million is classified in gain on sale of joint venture interest in the consolidated statement of operations
(See 2003 Strategic Real Estate Transactions).
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2002 ACTIVITY

Strategic Real Estate Transactions

Service Merchandise Portfolio During 2002, the Company's Service Merchandise joint venture sold 45 sites and received
gross proceeds of approximately $108.5 million. The Company recognized pre-tax income of approximately $4.4 million
relating to the operations of this joint venture. The Company also earned disposition, management, leasing and financing
fees aggregating $1.4 million in 2002 relating to this joint venture.

Expansions In 2002, the Company completed expansions and redevelopments at five shopping centers located in Denver,

Colorado; Detroit, Michigan; St. Louis, Missouri; Lebanon, Ohio; and North Olmsted, Ohio at an aggregate cost of approximately
$8.0 million. In 2002, the Company's joint ventures completed expansions and redevelopments at seven shopping centers

located in Atlanta, Georgia; Marietta, Georgia; Schaumburg, illinois; Leawood, Kansas; Overland Park, Kansas; Maple Grove,
Minnesota and San Antonio, Texas at an aggregate cost of approximately $15.0 million.

Acquisitions In 2002, the Company acquired the following shopping center assets:

Gross
Square Purchase
Feet Price
Location {thousands) (millions)
Plainvilie, Connecticut 470 $ 444
San Antonio, Texas 270 3219
Forth Worth, Texas: Dallas, Texas; Columbia, South Carolina;

Birmingham, Alabama and Wichita, Kansas 1,000 81.8@
North Canton, Ohio 230 11.4@
independence, Missouri 380 33.4@
San Francisco, California (Historic Van Ness) and

Richmond, California (Hilltop) 368 65.4®

2,718 $268.5¢

(1) Reflects the Company’s purchase price associated with the acquisition of its partner's 75.25% ownership interest in these shopping centers.

(2) Reflects the Company’s purchase price associated with the acquisition of a portfolio of shopping centers.

(3) Reflects the Company’s purchase price associated with the acquisition of its partner's 50% interest in this shopping center.

(4) Reflects the Company’s purchase price associated with the acquisition of its partner's 80% interest in this shopping center.

(5) Reflects the Company's acquisition of two shopping center properties from Burnham Pacific Properties, Inc., Burnham Facific Operating Partnership,
L.P., and BPP/Van Ness, L.P, This acquisition was financed through the issuance of approximately 2.5 million common shares valued at approximately
$49.2 million and cash.

(8) The Company’s total real estate assets increased approximately $299 million relating to these acquisitions after reflecting the reclassification
of the Campany’s ownership interest from advances to and investments in joint ventures.

Dispositions The Company sold the following properties in 2002:

Square Feet  Sales Price Galn (Loss)

Location (thousands) {millions) {millions)
Shopplng Center Properties
Core Portfolio Properties®! 433 $31.0 $(0.4)
Transfer to Joint Venture Interests
Kildeer, Hlinois® 158 28.0 2.5
Business Center Property® 21 1.7 -
612 $60.7 $2.1

(1) Properties located in Orando, Florida; Columbia, South Carolina; Jacksonville, North Carolina; St. Louis, Missouri {American Plaza); Ocala, Florida;
Huntsville, Alabama and Cape Coral, Florida.

{2)The Company formed a joint venture with funds advised by DRA Advisors, inc. and contributed a wholly-owned new shopping center development.
The Company retained a 10% equity ownership interest in the joint venture. Represents the sale of assets through the merchant building program,

{3) Property located in Dallas, Texas.
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The Company’s joint ventures sold the following shopping center properties, excluding those purchased
by the Company as described above, in 2002:

Company's
Company’s Proportionate
Effective Square Sales Share of
Ownership Feet Price Gain
Location Percentage (thousands) (millions)  (millions)
Round Rock, Texas'® 24.75% 438 $ 781 $ 5.4
Denver, Colorado 20.00% 390 43.0 2.8
Salem, New Hampshire® 24.75% 170 25.0 1.1
Hagerstown, Maryland® 24.75% 286 41.7 1.9
Eatontown, New Jersey® 79.56% 68 14.0 1.9
Durham, North Carolina 20.00% 408 50.1 2.1
Service Merchandise locations . 25.00% 2,667 106.5 4.4

4,427 $358.4 $19.6

12) Represents the sale of assets through the merchant building program.

OFF BALANCE SHEET ARRANGEMENTS

The Company has a number of off balance sheet joint ventures and other unconsolidated arrangements with varying structures.
The Company has investments in operating properties, development properties and a management and development company.
Such arrangements are generally with institutional investors and various developers located throughout the United States.

In connection with the development of shopping centers owned by certain of these affiliates, the Company and/or its equity affiliates
have agreed to fund the required capital associated with approved development projects aggregating approximately $18.7 million at
December 31, 2004. These obligations, comprised principally of construction contracts, are generally due in twelve to eighteen months
and are expected to be financed through new or existing construction loans.

The Company has provided loans and advances to certain unconsolidated entities in the amount of $3.1 million at December 31, 2004
for which the Company's joint venture partners have not funded their proportionate share. These entities are current on all debt service
owing to DDR. The Company has guaranteed base rental income from one to three years at 12 centers held through the Service
Merchandise joint venture, aggregating $3.3 mitlion at December 31, 2004. The Company has not recorded a liability for the guarantee
as the subtenants of the KLA/SM affiliates are paying rent as due. The Company has recourse against the other parties in the partnership
in the event of defauit.

The Company is involved with overseeing the development activities for several of its joint ventures that are constructing,
redeveloping or expanding shopping centers. The Company earns a fee for its services commensurate with the level of oversight provided.
The Company generally provides a completion guarantee to the third party lending institution(s) providing construction financing.

The Company's joint ventures have aggregate outstanding indebtedness to third parties of approximately $1.8 billion and $1.3 billion
at December 31, 2004 and 2003, respectively, of which the Company’s proportionate share was $420.8 million and $368.5 million,
respectively. Such mortgages and construction loans are generally non-recourse to the Company and its partners. Certain mortgages
may have recourse to its partners in certain limited situations such as misuse of funds and material misrepresentations,

One of the Company’s joint venture arrangements provide that the Company’s partner can convert its interest in the joint venture
into DDR’s common shares. The number of common shares that DDR would be required to issue would be dependent upon the then fair
value of the partner’'s interest in the joint venture divided by the then fair value of DDR’s common shares. The Company can elect to
substitute cash for common shares. At December 31, 2004, assuming such conversion option was exercised, and shares were issued,
assets currently aggregating $228.4 million would be consolidated and an additional $156.0 million of mortgage indebtedness
outstanding at December 31, 2004 relating to the joint venture which contains this provision would be recorded in the Company's
balance sheet, since this entity is currently accounted for under the equity method of accounting. Should the Company elect
to issue cash, the Company’s debt balance would increase by both the existing debt relating to this joint venture, as previously
referred to, as well as potential additional debt, which would be incurred to finance the purchase of the equity of the other partner.
The Company does not anticipate that its joint venture partners will exercise their rights pursuant to the aforementioned conversion
rights, as these institutional investors typically do not invest in equity securities.
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FINANCING ACTIVITIES

The Company has historically demonstrated its access to capital through both the public and private markets. The acquisitions,
developments and expansions were generally financed through cash provided from operating activities, revolving credit facilities,
mortgages assumed, construction loans, secured debt, unsecured public debt, common and preferred equity offerings, joint venture
capital, OP Units and asset sales. Total debt outstanding at December 31, 2004 was approximately $2.7 billion as compared to
approximately $2.1 billion and $1.5 billion at December 31, 2003 and 2002, respectively. In 2004, the increase in the Company’s

outstanding debt was due primarily to the acquisition of assets from Benderson.

A summary of the aggregate financings through the issuance of common shares, preferred shares, construction loans, medium
term notes, term loans and OP Units (units issued by the Company’s partnerships) aggregated $4.5 billion during the three-year

period ended December 31, 2004, is summarized as follows (in millions):

Year ended December 31,

2004 2003 2002
Equity:
Common shares $ 737.4% $ 381.9%  $119.2¢
Preferred shares 170.0® 435.0%® 150.0¢v
Total equity 907.4 816.9 269.2
Deht:
Construction and other secured loans 55.4 61.2 183.3
Permanent financing - 150.0" -
Mortgage debt assumed 420.2 183.6 9.7
Tax increment financing 8.6 - 7.3
Medium term notes 525.0¢% 300.0@® 100.0
Unsecured term loans 200.0 300.0® -
Total debt 1,209.2 994.8 300.3

$2,116.6 $1,811.7 $569.5

(1} 15.0 miltion shares issued in May 2004 and 5.45 million shares in December 2004.

(2} Issuance of Class 1 7.5% Preferred Shares.

(3} Inciudes $275 million five-year senicr unsecured notes with a coupon rate of 3.875%. These notes are due fanuary 30, 2009 and were
offered at 99.584% of par. Also includes, $250 million seven-year senior unsecured notes with a coupon rate of 5.25%. These notes are due
April 15, 2011 and were offered at 99.574% of par.

(4} This facility bears interest at LIBOR plus 0.75% and matures in May 2006. This facility has two one-year extension options to 2008.

(5} Issued as consideration in the merger with JDN.

(6) Includes issuance of $50 million of prefer-ed voting shares in conjunction with the merger with JDN. Proceeds from the Class G 8.0%
preferred shares issued were used to retire $180 million, Preferred QP Units with a weighted average rate of 8.95%. Proceeds from the
Class H 7.375% preferred shares issued were used to retire the Company’s Class € 8.375% preferred shares, Class D 8.68% preferred
shares and 9.375% preferred voting shares.

() Represents a $150 million secured financing for five years with interest at a coupon rate of 4.41%.

(8) Seven-year senior unsecured notes with a coupon rate of 4.625%. These notes are due August 1, 2010 and wetre offered at 93.843% of par.

(8) This facility bears interest at LIBOR plus 1.0% and had a one-year term. The Company exercised two six-month extension options and
repaid this facility in March 2005. This facility has a balance of $150 million at December 31, 2004. The proceeds from this facility were
primarily used to repay JDON's revolving cradit facility with outstanding principal of $229 million at the time of the merger and to repay $85
miilion of MOPPRS debt and a related cal option prior to maturity on March 31, 2003.

(10) Approximately $50 million of common equity was issued in exchange for two shopping center assets and $35 million was issued in
exchange for the repiacement of $35 mili'on of 8.5% Preferred OP Units.

{11) Proceeds from the Class F 8.6% preferred shares issued were used to retire the Company's Class A 9.5% preferred shares and 9.44% Class B
preferred shares aggregating $149.8 million.

In September 2004, the Company was added to the S&P MidCap 400 Index.

In September 2004, the Company had declared effective a $1.0 billion shelf registration statement with the SEC under which
debt securities, preferred shares or common shares may be issued. At December 31, 2004, the Company had $754 million of debt
securities, preferred shares or common shares which may be issued under this registration statement.

In July 2004, the Company expanded its unsecured revolving credit facility from $650 million to $1.0 billion.
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CAPITALIZATION

At December 31, 2004, the Company's capitalization consisted of $2.7 billion of debt (excluding the Company's proportionate share
of joint venture mortgage debt aggregating $420.8 million as compared to $368.5 mitlion in 2003), $705 million of preferred shares
and $4.9 billion of market equity (market equity is defined as common shares and OP Units outstanding multiplied by the closing
price of the common shares on the New York Stock Exchange at December 31, 2004 of $44.37) resulting in a debt to total market
capitalization ratio of 0.33 to 1.0 as compared to the ratios of 0.37 to 1.0 and 0.43 to 1.0 at December 31, 2003 and 2002, respectively.
At December 31, 2004, the Company’s total debt consisted of $2,167.1 million of fixed rate debt, including $80 million of variable
rate debt, which has been effectively swapped to a fixed rate of approximately 2.8%, and $549.3 million of variable rate debt, including
$60 million of fixed rate debt which has been effectively swapped to a variable rate.

It is management's strategy that the Company have access to the capital resources necessary to expand and develop its business.
Accordingly, the Company may seek to obtain funds through additional equity offerings or debt financings or joint venture capital in a
manner consistent with its intention to operate with a conservative debt capitalization policy and maintain its investment grade ratings
with Moody’s Investors Service (Baa3 stable) and Standard and Poor's (BBB stable). The security rating is not a recommendation to
buy, sell or hold securities, as it may be subject to revision or withdrawal at any time by the rating organization. Each rating should be
evaluated independently of any other rating.

The Company’s credit facilities and the indentures under which the Company’s senior and subordinated unsecured indebtedness
is, or may be issued, contain certain financial and operating covenants, including, among other things, debt service coverage and
fixed charge coverage ratios, as well as limitations on the Company’s ability to incur secured and unsecured indebtedness, sell all or
substantially all of the Company’s assets and engage in mergers and certain acquisitions. Although the Company intends to operate
in compliance with these covenants, if the Company were to violate those covenants, the Company may be subject to higher finance
costs and fees. Foreclosure on mortgaged properties or an inability to refinance existing indebtedness would likely have a negative
impact on the Company's financial condition and results of operations.

As of December 31, 2004, the Company had cash of $49.9 million and $990 million available under its $1.1 billion revolving credit
facilities. As of December 31, 2004, the Company also had 223 operating properties generating $325.3 million, or 53.8%, of the total
revenue of the Company for the year ended December 31, 2004, which were unencumbered, thereby providing a potential collateral
base for future borrowings.

CONTRACTUAL OBLIGATIONS AND OTHER COMMITMENTS

In November 2004, the Company entered into an agreement to purchase 15 Puerto Rican retail real estate assets, totaling nearly
5.0 million square feet from CPG. The total purchase price was approximately $1.15 billion. The transaction closed during the first
quarter of 2005.

The Company has debt obligations relating to its revolving credit facilities, term loan, fixed rate senior notes and mortgages
payable (excluding the effect of the fair value hedge) with maturities ranging from 1 to 25 years. In addition, the Company has
non-cancelable operating leases, principally for office space and ground leases.

These obligations are summarized as follows for the subsequent five years ending December 31 (in thousands):

Operating
Year Debt Leases
2005 $ 241,173 $ 4,463
2006 338,814 4,074
2007 287,326 3,207
2008 289,927 3,893
2009 375,695 3,719
Thereafter 1,183,491 182,299

$2,716,426 $202,355

Debt maturities in 2005 include construction loans of $57.0 million which will be refinanced or extended on similar terms.
Senior notes of $1.0 million are expected to be paid from operating cash flow. The unsecured term [oan of $150 million due in 2005
was repaid from borrowings from the revolving credit facility in March 2005. The remaining obligations are expected to be repaid
from operating cash flow, revotving credit facilities and/or other unsecured debt or equity financings and asset sales.

In 20086, it is anticipated that the $41.6 million in mortgage loans will be refinanced or paid from operating cash flow.

The $60 million in revolving credit facilities scheduled to mature in 2006 are anticipated to be extended on similar terms. The
unsecured term loan of $200 million due in 2006 has two one-year extension options to 2008. No assurance can be provided that
the aforementioned loans will be refinanced as anticipated.
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The Company has mortgage and credit facility obligations as numerated above. These obligations generally have monthly payments
of principal and/or interest over the term of the obligation. The interest payable over the term of the credit facilities and construction
loans is determined based on the amount outstanding. The Company continually changes its asset base, so that the amount of interest
payable on the mortgages over its life cannot be easily determined and is therefore excluded from the table above.

At December 31, 2004, the Company had letters of credit outstanding of approximately $23.0 million of which $1.6 million relates
to letters of credit provided on behalf of equity affiliates (See Note 11 of the consolidated financial statements). The Company has not
recorded any obligation associated with these letters of credit. The majority of letters of credit are primarily collateral for existing
indebtedness and other obligations accrued on the Company's accounts.

In conjunction with the development of shopping centers, the Company has entered into commitments with general contractors for
its wholly-owned properties of $84.6 million at December 31, 2004. These obligations, comprised principally of construction contracts,
are generally due in 12 to 18 months and are expected to be financed through operating cash flow and/or new or existing construction
loans or revolving credit facilities.

In 2003, the Company entered into an agreement with DRA Advisors, its partner in the Community Centers contributed to the
MDT Joint Venture, to pay an 30.8 million annuai consulting fee for 10 years for services rendered relating to the assessment of
financing and strategic investment alternatives.

In connection with the sale of one of the properties to the MDT Joint Venture, the Company deferred the recognition of approximately
$3.6 million and $3.7 mitlion at December 31, 2004 and 2003, respectively, of the gain on sale of real estate related to a shortfall
agreement guarantee maintained by the Company. The MDT Joint Venture is obligated to fund any shortfall amount that is caused by
the failure of the landlord or tenant to pay taxes when due and payable on the shopping center. The Company is obligated to pay any
shortfall to the extent that is not caused by the failure of the landlord or tenant to pay taxes when due and payable on the shopping
center. No shortfaill payments have been made on this property since the completion of construction in 1997.

The Company entered into master lease agreements with the MDT Joint Venture in 2003 and 2004 with the transfer of properties
to the joint venture which has been recorded as a liability and reduction of its gain. The Company is responsible for the monthly base
rent, all operating and maintenance expenses and certain tenant improvements and leasing commissions for units not yet leased at
closing for a three-year period. At December 31, 2004 and 2003, the Company's master lease obligation, included in accounts payable
and other expenses, totaled approximately $7.2 million and $1.9 million, respectively.

The Company entered into master lease agreements with the DDR Markaz |l joint venture in October 2004 in connection with
the transfer of properties to the joint venture at closing. The Company is responsible for the monthly base rent, all operating and
maintenance expenses and certain tenant improvements and leasing commissions for units not yet leased at closing for a three-year
period. At December 31, 2004, the Company’'s master lease obligation, included in accounts payable and other expenses, totaled
$4.4 mitlion.

Related to one of the Company's developments in Long Beach, California, the Company guaranteed the payment of any special
taxes levied on the property within the City of Long Beach Community Facilities District No. 6 and attributable to the payment of debt
service on the bonds for periods prior to the completion of certain improvements related to this project. In addition, an affiliate of the
Company has agreed to make an annual payment of approximately $0.6 million to defray a portion of the operating expenses of the
parking garage through the earlier of October 2032 or until the City's parking garage bonds are repaid. There are no assets held
as collateral or liabilities recorded related to these obligations.

The Company enters into cancelable contracts for the maintenance of its properties. At December 31, 2004, the Company
had purchase order obligations payable, typically payable within one year, aggregating approximately $2.0 million related to the
maintenance of its properties and general and administrative expenses.

The Company has entered into employment contracts with several of its key executives. These contracts provide for base pay,
bonuses based on the results of operations of the Company, option and restricted stock grants and reimbursement of other various
expenses (health insurance, life insurance, automobile expenses, country club expenses and financial planning expenses). These
contracts are for a one-year term and subject to cancellation in one year with respect to the Chairman and Chief Executive Officer
and 80 days with respect to the other officers.

The Company continuously monitors its obligations and commitments. There have been no other material items entered into by
the Company since December 31, 2003 through December 31, 2004 other than as described above. See discussion of commitments
relating to the Company’s joint ventures and other unconsolidated arrangements in “Off Balance Sheet Arrangements.”

INFLATION

Substantially all of the Company’s long-term leases contain provisions designed to mitigate the adverse impact of inflation. Such
provisions include clauses enabling the Company to receive additional rental income from escalation clauses, which generally increase
rental rates during the term of the leases and/or percentage rentals based on tenants’ gross sales. Such escalations are determined
by negotiation, increases in the consumer price index or simifar inflation indices. In addition, many of the Company’s Ileases are for
terms of less than ten years, which permits the Company to seek increased rents upon renewal at market rates. Most of the Company's
leases require the tenants to pay their share of operating expenses, including common area maintenance, real estate taxes, insurance
and utilities, thereby reducing the Company’s exposure to increases in costs and operating expenses resulting from inflation.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company’'s primary market risk exposure is interest rate risk. The Company’s debt, excluding joint venture debt,
is summarized as follows:

December 31, 2004 December 31, 2003
Weighted Welghted Welghted Weighted
Average Average Average Average
Amount Maturity Interest Percentage Amount Maturity Interest Percentage
(millions} (years) Rate of Total (milllons) (years) Rate of Total
Fixed Rate Debt® $2,167.1 6.3 5.9% 79.8% $1,436.5 6.2 5.9% 69.1%
Variable Rate Debt® $ 549.3 1.8 3.5% 20.2% $ 641.0 2.0 2.4% 30.9%

(1) Adjusted to reflect the $80 million and $130 million of variable rate debt, which was swapped to a fixed rate at December 31, 2004 and 2003, respectivety, and $60 million and $100 miltion of fixed
rate debt, which was swapped to a variable rate at December 31, 2004 and 2003, respectively.

The Company's joint ventures' fixed rate indebtedness, including $75 million and $93 million of variabie rate debt which was
swapped to a weighted average fixed rate of approximately 5.5% and 5.6%, respectively, is summarized as follows {in millions):

December 31, 2004 December 31, 2003
Weighted Weighted Welghted Weighted
Joint Company's Average Average Joint Company's Average Average
Venture Proportionate  Maturity Interest Venture Proportionate Maturity Interest
Debt Share (years) Rate Debt Share (years) Rate
Fixed Rate Debt $1,164.2 $284.5 5.1 5.2% $869.6 $252.4 5.5 5.8%
Variable Rate Debt $ 639.2 $136.3 1.4 4.1% $451.6 $116.1 1.5 3.6%

The Company intends to utilize variable rate indebtedness available under its revolving credit facilities and construction loans in
order to initially fund future acquisitions, developments and expansions of shopping centers. Thus, to the extent the Company incurs
additional variable rate indebtedness, its exposure to increases in interest rates in an inflationary period would increase. The Company
believes, however, that in no event would increases in interest expense as a result of inflation significantly impact the Company's
distributable cash flow.

The interest rate risk on $80 million and $130 million of consolidated floating rate debt at December 31, 2004 and 2003,
respectively, and $75 million and $93 million of joint venture floating rate debt at December 31, 2004 and 2003, respectively, of
which $16.7 million and $21.4 million is the Company's proportionate share, has been mitigated through the use of interest rate swap
agreements (the “Swaps”) with major financial institutions. The Company is exposed to credit risk, in the event of non-performance by
the counter-parties to the Swaps. The Company believes it mitigates its credit risk by entering into these Swaps with major financial
institutions. At December 31, 2004, the Company’'s two fixed rate interest swaps had a fair value which represented an asset of
$0.2 million, one of which carries a notional amount of $50 million and one of which carries a notional amount of $30 million and converts
variable rate debt to a fixed rate of 2.8% and 2.84%, respectively. At December 31, 2003, the Company’s three fixed rate interest
swaps had a fair value which represented a liability of $0.4 million, two of which carry a notionat amount of $50 million and one of
which carries a notional amount of $30 million and converts variable rate debt to a fixed rate of 2.51%, 2.82% and 2.94%, respectively.
At December 31, 2003, the Company had two variable rate interest swaps, which carried notional amounts of $60 million and $40 miltion,
respectively. The $40 million swap was terminated at maturity in December 2004. At December 31, 2004, the $60 million swap had a
fair value which represented an asset of $2.3 million and converted fixed rate debt to a variable rate of 4.3%. At December 31, 2003
these two swaps had a fair value that represented an asset of $5.6 million and converted fixed rate debt to a variable rate of 3.0%.

The Company’s joint venture interest rate swaps had a fair value which represented an asset of $0.5 million and a liability
of $0.7 million, of which $0.1 million and $0.2 million was the Company's proportionate share at December 31, 2004 and 2003,
respectively. At December 31, 2004, these swaps carry notional amounts of $55 million and $20 million and converted variable rate
debt to a fixed rate of 5.78% and 4.8%, respectively. At December 31, 2003, these swaps carry notional amounts of $55 million and
$38 million and converted variable rate debt to a fixed rate of 5.78% and 6.603%, respectively. One of the Company's joint ventures,
the MDT Joint Venture, entered into fixed rate interest swaps, which carry notional amounts of $59.1 million and $9.1 million, of which
the Company’s proportionate share was $8.6 million and $1.3 million at December 31, 2004 and 2003 respectively. These swaps
converted variable rate debt to a weighted average fixed rate of 6.2%. As the joint venture has not elected hedge accounting for this
derivative, it is marked to market with the adjustments flowing through its income statement. The fair vatue of the swaps referred to
above were calculated based upon expected changes in future LIBOR rates.
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The fair value of the Company’s fixed rate debt adjusted to: i) include the $80 million and $130 million which was swapped to a
fixed rate at December 31, 2004 and 2003, respectively; ii) exclude the $60 million and $100 million which was swapped to a variable
rate at December 31, 2004 and 2003, respectively; iii) include the Company’'s proportionate share of the joint venture fixed rate debt;
and iv) include the Company’s proportionate share of $16.7 million and $21.4 million which was swapped to a fixed rate at December

31, 2004 and 2003, respectively, and an estimate of the effect of a 100 point decrease in market interest rates, is summarized as

follows (in millions):

December 31, 2004

December 31, 2003

100 100

Basis Point Basis Point

Decrease Decrease

Carrying Fair in Market Carrying Fair In Market
Value Value Interest Rates Value Value Interest Rates

Company's fixed rate debt $2,167.1 $2,226.8" $2,334.5® $1,436.5 $1,510.8% $1,585.4*

Company’s proportionate share

of joint venture fixed rate debt $§ 2845 $ 289.92 $ 300.5¢ $ 2524 $ 269.72 $ 2812

(1} Includes the fair value of interest rate swaps which was an asset of $0.2 million and a liability of $0.4 million at December 31, 2004 and 2003, respectively.
(1 Inclsdes the i van of veres: ot suame alich was 2 1a811y o 50,5 miton o Dacerber 3L 300 - Milon and 3 1E0Iy o 802 millon 2t Decemioer 31, 2004 50 2003, ressectvel
(4) Includes the Company's proportionate share of the fair value of interest rate swaps which was a liability of $0.2 million at December 31, 2004 and 2003,

The sensitivity to changes in interest rates of the Company’s fixed rate debt was determined utilizing a valuation model based
upon factors that measure the net present value of such obligations which arise from the hypothetical estimate as discussed above.
Further, a 100 basis point increase in short term market interest rates at December 31, 2004 and 2003 would result in an

increase in interest expense of approximately $5.5 million and $6.4 million, respectively, for the Company and $1.4 million and

$1.2 million, respectively, representing the Company’s proportionate share of the joint ventures’ interest expense relating to variable
rate debt outstanding, for the respective periods. The estimated increase in interest expense for the year does not give effect to
possible changes in the daily balance for the Company’s or joint ventures’ outstanding variable rate debt.

The Company also has made advances to several partnerships in the form of notes receivable that accrue interest at rates ranging
from 6.9% to 12%. Maturity dates range from payment on demand to June 2020. The following table summarizes the aggregate notes
receivable, the percentage at fixed rates with the remainder at variable rates, and the effect of a 100 basis point decrease in market
interest rates. The estimated increase in interest income does not give effect to possible changes in the daily outstanding balance of
the variable rate loan receivables.

December 31,

2004 2003
{millions) (millions)
Total notes receivable $44.4 $28.0
% Fixed rate loans 69.5% 7.9%
Fair value of fixed rate loans $45.8 $ 21
Impact on fair value of 100 basis point
decrease in market interest rates $47.0 $ 21

The Company and its joint ventures intend to continuously monitor and actively manage interest costs on their variable rate debt
portfolio and may enter into swap positions based on market fluctuations. In addition, the Company believes that it has the ability to
obtain funds through additional equity and/or debt offerings, including the issuance of medium term notes and joint venture capital.
Accordingly, the cost of obtaining such protection agreements in relation to the Company’s access to capital markets will continue
to be evaluated. The Company has not, and does not plan to, enter into any derivative financial instruments for trading or speculative
purposes. As of December 31, 2004, the Company had no other material exposure to market risk.
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ECONOMIC CONDITIONS

Historically, real estate has heen subject to a wide range of cyclical economic conditions, which affect various real estate markets
and geographic regions with differing intensities and at different times. Different regions of the United States have been experiencing
varying economic recession. Adverse changes in general or local economic conditions, could result in the inability of some existing
tenants of the Company to meet their iease obligations and could otherwise adversely affect the Company’s ability to attract or retain
tenants. The Company's shopping centers are typically anchored by two or more national tenant anchors (Wal-Mart, Kohl's, Target),
home improvement stores (Home Depot, Lowe’s) and two or more medium sized big-box tenants (Bed Bath & Beyond, T.J. Maxx/Marshalls,
Best Buy, Ross Stores), which generally offer day-to-day necessities, rather than high-priced luxury items. In addition, the Company
seeks to reduce its operating and leasing risks through ownership of a portfolio of properties with a diverse geographic and tenant base.

The retail shopping sector has been impacted by the competitive nature of the retail business and the competition for market
share, where stronger retailers have out-positioned some of the weaker retailers. This positioning is taking market share away from
weaker retailers and forcing them, in some cases, to declare bankruptcy and/or close stores. Certain retailers have announced store
closings even though these retailers have not filed for bankruptcy protection. Notwithstanding any store closures, the Company does
not expect to have any significant losses associated with these tenants. Overall, the Company's portfolio remains stable. While
negative news relating to troubled retail tenants tends to attract attention, the vacancies created by unsuccessful tenants may also
create opportunities to increase rent.

Although certain individual tenants within the Company's portfolio have filed for bankruptcy protection, the Company believes that
its major tenants, including Wal-Mart, Kohl's, Target, Lowe's, T.J. Maxx, Bed Bath & Beyond and Best Buy are secure retailers based
upon their credit quality. This stability is further evidenced by the tenants’ relatively constant same store tenant sales growth in this
economic environment. In addition, the Company believes that the quality of its shopping center portfolio is strong, as evidenced by
the high historical occupancy rates, which have ranged from 92% to 96% since 1993. Also, average base rental rates have increased
from $5.48 to $10.79 since the Company's public offering in 1993.

LEGAL MATTERS

In January 2004, the appellate court denied the Company’s appeal of a judgment in the amount of $8.0 million, plus interest and
attorneys’ fees, against the Company and two other defendants, in connection with a verdict reached in a civil trial involving a claim
filed by Regal Cinemas relating to a property owned by the Company. After consultation with legal counsel, the Company determined
that it would not appeal the appellate court’s ruling. The Company accrued a liability of $9.2 miilion, representing the judgment plus
accrued interest and legal costs, at December 31, 2003. In 2004, the Company paid $8.9 million, representing the amount of the
judgment, accrued interest and amounts due for the attorneys’ fees. Based on the obligations assumed by the Company in connection
with the acquisition of the property and the Company's policy to indemnify officers and employees for actions taken during the course
of company business, the judgment was not apportioned among the defendants.

In addition to the judgment discussed above, the Company and its subsidiaries are also subject to other legal proceedings. All
such proceedings, taken together, are not expected to have a material adverse effect on the Company. The Company is also subject
to a variety of legal actions for personal injury or property damage arising in the ordinary course of its business, most of which are
covered by liability insurance. While the resolution of all matters cannot be predicted with certainty, management believes that the
final outcome of such legal proceedings and claims will not have a material adverse effect on the Company’'s liquidity, financial position
ar results of operations.
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NEW ACCOUNTING STANDARDS
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FIN 48 In January 2003, the FASB issued FIN 46. This Interpretation was revised in December 2003. The objective of this
Interpretation is to provide guidance on how to identify a variable interest entity (“VIE”) and determine when the assets,
liabilities, non-controlling interests, and results of operations of a VIE need to be included in a company’s consolidated
financial statements. A company that holds a variable interest in an entity will need to consolidate the entity if the company’s
interest in the VIE is such that the company will absorb a majority of the VIE's expected losses and/or receive a majority
of the entity’s expected residual returns, if they occur. FIN 46 also requires additional disclosure by primary beneficiaries
and other significant variable interest holders. The disclosure provisions of this Interpretation became effective upon
issuance in January 2003. The consolidation requirements of this Interpretation applied immediately to VIEs created after
January 31, 2003 and no later than the end of the first fiscal year or interim period ending after March 15, 2004 for public
companies with non-special purpose entities that were created prior to February 1, 2003. The consgclidation requirements
of this Interpretation were applicable to special purpose entities no later than the end of the first fiscal year or interim
period ending after December 15, 2003.

The Company evaluated all of its pre-existing joint venture relationships in order to determine whether the entities are
VIEs and whether the Company is considered to be the primary beneficiary or whether it holds a significant variable interest.
Effective January 1, 2004, the Company consolidated five entities that were previously accounted for under the equity
method. Four of these entities represent investments in undeveioped land located in Round Rock, Texas; Opelika, Alabama;
Jackson, Mississippi and Monroe, Louisiana, with combined real estate balances of $6.0 million as of December 31, 2004,
and liabilities of $0.8 million of which $0.7 million is owed to the Company. The other entity consoclidated is an operating
shopping center property located in Martinsville, Virginia, in which DDR has a 50% interest. At December 31, 2004, this
joint venture had advances payable to DDR of approximately $8.8 million with total real estate of $31.7 million and total
debt of approximately $19.9 million, which is secured by the real estate assets of this entity and is non-recourse to the
Company. The Company recorded a charge of $3.0 million in the first quarter of 2004 as a result of the adoption of this
standard relating to the minority partner's cumulative losses in excess of its cost basis in the Martinsville, Virginia joint
venture (Note 2).

In May 2004, the Company assumed all of the rights and obligations related to an independent trust (the “Grantor
Trust”) from one of the Company’s joint venture entities in which the Company held a 50% interest. The Grantor Trust, a
special purpose entity, owns tax exempt floating rate bonds which are serviced from incremental tax revenue generated
on a shopping center development in Merriam, Kansas. The Company was determined to be the primary beneficiary of the
Grantor Trust and consolidated the Grantor Trust's assets and obligations assumed. As of December 31, 2004, the Grantor
Trust has outstanding obligations totaling approximately $8.6 million and a receivable from the city of Merriam, Kansas of
approximately $8.6 million. The Grantor Trust obligation is secured by a letter of credit guaranteed by the Company.

Service Merchandise Joint Venture The Company holds a 25% economic interest in a VIE (“SM VIE”), in which the
Company was not determined to be the primary beneficiary. In March 2002, the SM VIE acquired the designation rights
to real estate assets owned and controlled by Service Merchandise Company, Inc. At December 31, 2004, this joint
venture holds 63 fee simple, leasehold and ground lease interests previously owned by the Service Merchandise
Company, Inc., including designation rights to 2 assets for which it has not obtained final title through the bankruptcy
court. In total, these assets are located in 26 states across the United States. The SM VIE has total assets and tota!
mortgage debt of approximately $177.5 million and $62.6 million, respectively, at December 31, 2004 and a note
payable to DDR of approximately $15.4 million. In the unlikely event that all of the underlying assets of this entity had
no value and all other owners failed to meet their obligations, the Company estimates that its maximum exposure to
loss would approximate $27.7 million, primarily representing the net carrying value of the Company’s investment in
and advances to this entity as of December 31, 2004. However, the Company expects to recover the recorded amount
of its investment in this entity.

Apex Phase [Il The company holds an 80% economic interest in a VIE (“Apex VIE"), in which the Company was
determined to be the primary beneficiary. In January 2004, the Apex VIE was formed for the purpose of acquiring,
developing and operating undeveloped land located in Apex, North Carolina. As of December 31, 2004, the VIE has
total real estate assets of $8.5 million and total debt of approximately $8.4 million owed to the Company. The Apex
VIE balance sheet and income statement are included in the Company’'s consolidated financial statements as of and
for the year ended December 31, 2004.




SAB 104 In December 2003, the Staff of the Securities and Exchange Commission (“SEC”) issued Staff Accounting
Bulietin No. 104 (“SAB 104"), “Revenue Recognition”, which amends SAB 101, Revenue Recognition in Financial
Statements.” SAB 104's primary purpose is to rescind accounting guidance contained in SAB 101 related to multiple
element revenue arrangements, superceded as a result of the issuance of EITF 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” Additionally, SAB 104 rescinds the SEC’s Revenue Recognition in Financial
Statements Frequently Asked Questions and Answers (the “FAQ") issued with SAB 101 that had been codified in SEC
Topic 13, “Revenue Recognition.” Selected portions of the FAQ have been incorporated into SAB 104. While the wording
of SAB 104 has changed to reflect the issuance of EITF 00-21, the revenue recognition principles of SAB 101 remain
largely unchanged by the issuance of SAB 104. The adoption of this bulletin did not have a material impact on the
Company's financial position, results of operations or cash flows.

EITF Issue 03-06 In March 2004, the Emerging Issues Task Force (“EITF") reached a final consensus regarding Issue 03-06,
“Participating Securities and the Two-Class Method under SFAS 128". The issue addresses a number of questions regarding
the computation of earnings per share (“EPS") by companies that have issued securities other than common stock that
participate in dividends and earnings of the issuing entity. Such securities are contractually entitled to receive dividends
when and if the entity declares dividends on common stock. The issue also provides further guidance in applying the
two-class method of calculating EPS once it is determined that a security is participating. The two-class method is an
earnings allocation formula that determines earnings per share for each class of common stock and participating security
according to dividends declared (or accumulated) and participation rights in undistributed earnings. This consensus is
effective for the period ended June 30, 2004 and should be applied by restating previously reported EPS. The adoption

of this consensus did not have a material impact on the Company’'s financial position, results of operations and per share
amounts or cash flows.

FAS 123R Stock-Based Compensation In October 2004, the FASB delayed the effective date of its proposed standard,
“Share-Based Payment.” Public companies with calendar year-ends are required to adopt the provisions of the standard
effective for periods beginning after June 15, 2005, rather than January 1, 2005 as originally proposed. The Company
expects to adopt FAS 123R on July 1, 2005. The Company is currently evaluating the effects of this proposed new
standard, but does not expect it to materially impact its financial position, results of operations, cash flows or its future
compensation strategies.
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CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except share amounts)

December 31,

2004 2003
Assets
Land $1,238,242 $ 821,893
Buildings 3,998,972 2,719,764
Fixtures and tenant improvements 120,350 80,384
Construction in progress and land under development 245,860 252,870
5,603,424 3,884,911
Less accumulated depreciation (568,231) (458,213)
Real estate, net 5,035,193 3,426,698
Cash and cash equivalents 49,871 11,693
Restricted cash - 99,340
Accounts receivable, net 84,843 76,509
Notes receivable 17,823 11,741
Advances to and investments in joint ventures 288,020 260,143
Deferred charges, net 14,159 12,292
Other assets 93,638 42,735
$5,683,547 $3,941,151
Liabilities and Shareholders’ Equity
Unsecured indebtedness:

Senior notes $1,220,143 $ 838,996

Variable rate term debt 350,000 300,000

Revolving credit facility 60,000 171,000

1,630,143 1,309,996
Secured indebtedness:
Revolving credit facility - 15,500
Mortgage and other secured indebtedness 1,088,547 757,635
1,088,547 773,135
Total indebtedness 2,718,690 2,083,131
Accounts payable and accrued expenses 103,256 98,046
Dividends payable 62,089 43,520
Other liabilities 89,258 54,946
2,973,293 2,279,643
Minority equity interests 23,666 24,543
Operating partnership minority interests 32,269 22,895
3,029,228 2,327,081
Commitments and contingencies {(Note 1)
Shareholders’ equity:
Preferred shares (Note 12) 705,000 538,000
Common shares, without par value, $.10 stated value; 200,000,000 shares authorized;

108,521,763 and 93,792,948 shares issued at December 31, 2004 and 2003, respectively 10,852 9,379
Paid-in-capital 1,933,433 1,301,232
Accumulated distributions in excess of net income (92,290) (116,737)
Deferred obiigation 10,265 8,336
Accumulated other comprehensive gain (loss) 326 (541)
Less: Unearned compensation-restricted stock (5,415) (3,892)

Common shares in treasury at cost: 439,166 and 7,359,747 shares at December 31, 2004 and 2003, respectively (7,852) (118,707)
2,554,319 1,614,070
$5,583,547 $3,941,151

The accompanying notes are an integral part cf these consolidated financial statements.

58




CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars in thousands, except per share amounts)

For the year ended December 31,

2004 2003 2002
As adjusted
Revenues from operations: (ote 2]
Minimum rents $430,991 $337,381 $251,619
Percentage and overage rents 7,609 5,651 4,312
Recoveries from tenants 122,406 93,380 68,544
Ancillary income 3,325 2,347 1,914
Other property related income 4,300 911 1,584
Management fee income 14,626 10,847 10,145
Development fee income 2,311 1,446 2,229
Other 13,365 13,969 6,354
598,933 465,732 346,701
Rental operation expenses:
Operating and maintenance 71,520 61,125 42,243
Real estate taxes 78,094 57,041 42,459
General and administrative 47,126 40,820 29,392
Depreciation and amortization 131,577 93,155 76,155
328,317 252,141 190,249
270,616 213,591 156,452
Other income (expense):
interest income 4,235 5,082 5,805
Interest expense (129,659) (88,837) (75,754)
Other expense {1,779) (10,119) {1,018)
(127,203) (93,874) (70,867)
Income before equity in net income of joint ventures, gain on sale of joint venture interests,
minority equity interests, income tax of taxable REIT subsidiaries and franchise taxes,
discontinued operations, gain on disposition of real estate and cumulative effect of adoption
of a new accounting standard 143,413 119,717 85,585
Equity in net income of joint ventures 40,895 44,967 32,769
Gain on sale of joint venture interests - 7,950 -
Income before minority equity interests, income tax of taxable REIT subsidiaries and franchise
taxes, discontinued operations, gain on dispesition of real estate and cumulative effect of
adoption of a new accounting standard 184,308 172,634 118,354
Minority interests:
Minority equity interests (2,406) (1,360) (1,782)
Preferred operating partnership minority interests - (2,236) (18,338)
Operating partnership minority interests {2,607) (1,769) (1,450)
(5,013) (5,365) (21,570)
Income tax of taxable REIT subsidiaries and franchise taxes (1,469) (1,626) (742)
Income from continuing operations 177,826 165,643 96,042
Discontinued operations:
fncome (loss) from operations 1,734 226 (1,777)
Gain on disposition of real estate, net 8,561 460 4,276
10,295 686 2,499
Income before gain on disposition of real estate and cumulative effect of ‘adoption of a new
accounting standard 188,121 166,329 28,541
Gain on disposition of real estate 84,642 73,832 3,429
Income before cumulative effect of adoption of a new accounting standard 272,763 240,261 101,970
Cumulative effect of adoption of a new accounting standard (3,001) - -
Net income $269,762 $240,261 $101,970
Net income applicable to common shareholders $219,056 $189,056 $ 69,368
Per share data:
Basic earnings per share data:
Income from continuing operations s 219 $ 2.30 $ 1.05
(ncome from discontinued operations 0.11 0.01 0.04
Cumuiative effect of adoption of a new accounting standard (0.03) - -
Net income applicable to common shareholders $ 2.27 $ 2.31 $ 1.08
Diluted earnings per share data:
Income from continuing operations $ 217 $ 2.26 $ 1.03
Income from discontinued operations 0.10 0.01 0.04
Cumulative effect of adoption of a new accounting standard (0.03) - -
Net income appticable to common shareholders $§ 224 $  2.27 $ 1.07
The sccompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Dollars in thousands)

For the year ended December 31,

2004 2003 2002
Net income $269,762 $240,261 $101,870
Other comprehensive income:
Change in fair value of the effective portion of
cash flow hedges 867 47 7,586
867 47 7,586
Net comprehensive income $270,629 $240,308 $109,556

The accompanying notes are an integral part of these consolidated financial statements.

60




CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(Dollars in thousands, except per share amounts as adjusted, Note 1)

Accumulated Unearned
Distributions Compensation- Treasury
Preferred Common Paid in in Excess of Deferred Restricted Stock
Shares Shares Capita! Net Income Obligation Stock at Cost Total

Balance, December 31, 2001 $303,750 $ 6,609 $ 753,228 $(130,436) $ - $(1,753) $(89,210) $ 834,014
Issuance of 1,455,661 common shares

for cash related to exercise of stock

options and dividend reinvestment plan - 116 17,769 - - - - 17,885
Issuance of 120,208 common shares

related to restricted stock plan - 12 2,380 - - (1,814) - 478
Vesting of restricted stock - - - - - 556 - 556
Issuance of 1,747,378 common shares

for cash — underwritten offering - 175 32,877 - ~ - - 33,052
issuance of 2,512,778 common shares

in exchange for real estate property - 251 48,989 - - - - 49,240
Issuance of 1,604,768 common shares

in exchange for redemption of preferred

operating partnership units - 161 31,939 - - - - 32,100
Issuance of 13,729 common shares upon

exercise of put warrant - 1 - - - - - 1
Issuance of Class F preferred shares for

cash - underwritten offering 150,000 - (5,409) - - - - 144,595
Redemption of preferred shares (149,750) - 5,544 (5,544) - - - (149,750)
Purchase of 547 common shares - - - - - - (11) (11)
Change in fair value of interest rate swaps - - - - - - - 7,586
Net income - - - 101,970 - - - 101,870
Dividends dectared — common shares - - - (99,079) - - - (98,072}
Dividends declared - preferred shares - - - (27,078) - - - (27,076)
Balance, December 31, 2002 304,000 7,325 887,321 (160,165) - (3,111) (89,221) 945,561
Issuance of 2,444,103 common shares

for cash related to exercise of stock

options and dividend reinvestment plan - 245 39,334 - 7,579 - (28,729) 18,429
issuance of 103,139 common shares

related to restricted stock plan - 9 2,271 - - - (1,825) - 455
Vesting of restricted stock - - - - 757 - 1,044 (757) 1,044
Issuance of 17,998,079 common shares and

2,000,000 voting preferred shares

associated with the JDON merger 50,000 1,800 380,126 - - - - 431,926
Issuance of Class G and H preferred shares

for cash - underwritten offerings 385,000 - (13,540) - - - - 371,460
Redemption of preferred operating

partnership units and preferred shares (204,000) - 5,720 (10,710} - - - (208,990)
Change in fair value of interest rate swaps - - - - - ~ - 47
Net income - - - 240,261 - - - 240,261
Dividends declared — common shares - - - (145,077) - - - (145,077)
Dividends declared ~ preferred shares - - - (41,0486) - - - (41,048)
Balance, December 31, 2003 535,000 9,379 1,301,232 (116,737) 8,336 (3,892) (118,707) 1,614,070
Issuance of 457,378 common shares for cash

related to exercise of stock options and

dividend reinvestment plan - (27) (1,390) - - - 6,323 4,908
Issuance of 105,974 common shares related

to restricted stock plan - - - - - (2,956) 1,861 (1,095)
Vesting of restricted stock - - - - 1,829 1,433 - 3,362
Issuance of 20,450,000 common shares for

cash ~ underwritten offerings - 1,500 637,662 - - - 97,587 736,749
Redemption of 284,304 operating partnership

units in exchange for common shares - - 1,716 - - - 5,084 6,800
Issuance of Ciass | preferred shares for

cash ~ underwritten offerings 170,000 - (5,787} - - - - 164,213
Change in fair value of interest rate swaps - - - - - - - 867
Net income - - - 269,762 - - - 269,762
Dividends declared - common shares - - - (194,078) - - - (184,078)
Dividends declared ~ preferred shares ~ - - (51,237) - - - (514,237)
Balance, December 31, 2004 $705,000 $10,852 $1,933,433 $ (92,290) $10,265 $(5,415) $ (7,852) $2,554,319

The sccompanying notes are an intzgral part of these consofidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

For the year ended December 31,

2004 2003 2002
Cash flow operating activities:
Net income $ 269,762 $240,261 $101,970
Adjustments to reconcile net income to net cash flow provided by operating activities
Depreciation and amortization 132,647 95,219 78,368
Amortization of deferred finance costs 7,300 6,514 3,832
Equity in net income of joint ventures (40,895) (44,967) (32,769
Gain on sale of joint venture interests (7,950) -
Cash distributions from joint ventures 38,724 41,946 37,481
Preferred operating partnership minority interest expense - 2,236 18,338
Operating partnership minority interest expense 2,607 1,769 1,450
Gain on disposition of rezl estate and real estate investments and impairment charge, net (92,616) (71,752) (2,975)
Cumulative effect of adoption of a new accounting standard 3,001 - -
Net change in accounts receivable (6,611) (5,825) (8,698)
Net change in accounts payable and accrued expenses (15,048) (6,906) 12,107
Net change in other operating assets and liabilities {6,645) 12,584 1,635
Total adjustments 22,464 22,868 108,769
Net cash flow provided by operating activities 292,226 263,129 210,739
Cash flow from investing activities:
Real estate developed or acquired, net of liabilities assumed (1,907,934) (284,003) (316,388)
Decrease (increase) in restricted cash 99,340 199,340) -
Consclidation of joint venture interests 251 348 -
Equity contributions to joint ventures (11,433) 196,438) (20,658)
(Advances to) repayment of joint ventures (7,355) 129,540) 550
Repayment (issuance) of notes receivable, net 2,228 8,764 (21,559)
Proceeds resulting from contribution of properties to joint ventures and repayments
of advances from affiliates 635,445 388,527 25,108
Proceeds from sale and refinancing of joint venture interests 39,342 69,344 20,547
Proceeds from disposition of real estate and real estate investments 15,515 26,092 32,403
Net cash flow used for investing activities (1,134,601) {16,246) (279,997)
Cash flow from financing activities:
Proceeds from (repayment of) revolving credit facilities, net (126,500) (488,500) 44,250
Proceeds from borrowings from term loans, net 50,000 300,000 ~
Proceeds from construction loans and other mortgage debt 105,394 252,452 188,921
Principal payments on rental property debt (203,255) (338,678) (51,456)
Repayment of senior notes (140,000) (100,000) (28,000}
Proceeds from issuance of medium term notes, net of underwriting commissions
and $421 and $524 of offering expenses paid in 2004 and 2003, respectively 520,003 297,130 17,021
Payment of deferred finance costs (bank borrowings) (4,120) (6,380) (5,316)
Proceeds from the issuance of common shares, net of underwriting commissions
and $609 and $119 of offering expenses paid in 2004 and 2002, respectively 736,749 - 33,052
Proceeds from the issuance of preferred shares, net of underwriting commissions and $432,
$1,412 and $540 of offering expenses paid in 2004, 2003 and 2002, respectively 164,213 371,460 144,595
Redemption of preferred sheres - (204,000) (149,750}
Redemption of preferred operating partnership units - (180,000) -
Repurchase of operating partnership minority interests - - (2,269)
Proceeds from the issuance of common shares in conjunction with exercise of
stock options, 401(k) plan, dividend reinvestment plan and restricted stock plan 7,470 20,188 18,919
Purchase of treasury stock - (11)
Distributions to preferred and operating partnership minority interests (2,354) (7 253) (20,555)
Dividends paid (226,747) (167,980) (122,841)
Cash provided by (used fcr) financing activities 880,553 (251,561) 66,560
Increase (decrease) in cash and cash equivalents 38,178 (4,678) (2,698)
Cash and cash equivalents, beginning of year 11,693 16,371 19,069
Cash and cash equivalents, =nd of year $ 49,871 $ 11,693 $ 16,371

The accompanying notes are an integral part of these consolidated financial statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business Developers Diversified Realty Corporation, its subsidiaries and related real estate joint ventures (the
“Company” or “DDR"), are primarily engaged in the business of acquiring, expanding, owning, developing, managing and
operating shopping centers, enclosed malls and business centers. The Company's shopping centers are typically anchored
by two or more national tenant anchors (Wal-Mart, Kohl's, Target), home improvement stores (Home Depot, Lowe’s) and
two or more medium sized big-box tenants (Bed Bath & Beyond, T.J. Maxx/Marshalls, Best Buy, Ross Stores). At December
31, 2004, the Company owned or had interests in 436 shopping centers in 44 states and 32 business centers in 11 states.
The tenant base primarily includes naticnal and regional retail chains and local retailers. Consequently, the Company's
credit risk is concentrated in the retail industry.

Revenues derived from the Company’s largest tenant, Wal-Mart, aggregated 4.0%, 4.9% and 4.6% of total revenues for
the years ended December 31, 2004, 2003 and 2002, respectively. The total percentage of Company-owned gross leasable
area (“GLA" (unaudited)) attributed to Wal-Mart was 7.3% at December 31, 2004. The Company’s ten largest tenants
comprised 19.4%, 23.1% and 20.5% of total revenues for the years ended December 31, 2004, 2003 and 2002, respectively,
inctuding revenues reported within discontinued operations. Management believes the Company's portfolio is diversified in
terms of location of its shopping centers and its tenant profile. Adverse changes in general or local economic conditions
could result in the inability of some existing tenants to meet their lease obligations and could otherwise adversely affect
the Company’s ability to attract or retain tenants. During the three-year period ended December 31, 2004, 2003 and 2002,
certain national and regional retailers experienced financial difficulties and several filed for protection under bankruptcy
laws. The Company does not believe that these bankruptcies will have a material impact on the Company’s financial
position, results. of operations, or cash flows. )

Principles of Consolidation The Company consolidates certain entities if it is deemed to be the primary beneficiary in

a variable interest entity (“VIE's”), as defined in FIN No. 46R “Consolidation of Variable Interest Entities” (“FIN 46”). For
those entities that are not VIE's the Company also consoclidates entities in which it has financial and operating control.
All significant intercompany balances and transactions have been eliminated in consolidation. investments in reai estate
joint ventures and companies for which the Company has the ability to exercise significant influence over, but does not
have financial or operating contro!, are accounted for using the equity method of accounting. Accordingly, the Company's

share of the earnings (or loss) of these joint ventures and companies is included in consolidated net income.
Statement of Cash Flows and Supplemental Disclosure of Non-Cash Investing and Financing Information Non-cash investing
and financing activities are summarized as follows (in millions):
For the year ended December 31,
2004 2003 2002
lssuance of common shares and preferred shares in conjunction with the acquisition
of shopping centers including the merger of JON $ - $431.9 $49.2
Contribution of net assets to joint ventures 70.7 52.0 23.6
Consolidation of the net assets (excluding mortgages as disclosed below) of joint
ventures and minority equity investment previously reported on the equity method
of accounting 10.2 10.4 152.8
Mortgages assumed, shopping center acquisitions, merger of JDN and consolidation
of joint ventures and a minority equity investment 458.7 660.0 9.7
Liabilities assumed with the acquisition of shopping centers and the merger of JDN 46.9 437 -
Dividends declared, not paid 62.1 43.5 25.4
Fair value of interest rate swaps 2.6 6.1 7.7
Warrant exercise and share issuance for preferred operating partnership unit redemption - - 32.1
Share issuance for operating partnership unit redemption 6.8 - -
Accounts payable related to construction in progress ' - 3.8 3.2

The Company considers all highly liquid investments with an original maturity of three months or [ess to be cash
equivalenis. At December 31, 2003, the Company had restricted cash of $39.3 million, which was being held in a qualified
escrow account for the purposes of completing a like-kind exchange transaction, of which $4.8 million was utilized in 2004
and the remaining funds were released in January 2004 due to the decision to no longer pursue a like-kind exchange.

The transactions above did not provide or use cash in the years presented and, accordingly, they are not refiected in
the consolidated statements of cash flows.
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Real Estate Real estate assets held for investment are stated at cost less accumulated depreciation, which, in the opinion
of management, is not in excess of the individual property’s estimated undiscounted future cash flows, including estimated
proceeds from disposition.

Depreciation and amortization are provided on a straight-line basis over the estimated useful lives of the assets
as follows:

Buildings Useful lives, ranging from 30 to 31.5 years

Furniture/Fixtures and Tenant Improvements Useful lives, which approximate lease terms,
where applicabte

Expenditures for maintenance and repairs are charged to operations as incurred. Significant renovations, which improve
or extend the life of the assets, are capitalized. Included in fand at December 31, 2004, was undeveloped real estate,
generally outiots or expansion pads adjacent to shopping centers owned by the Company (excluding shopping centers owned
through joint ventures), and excess land of approximately 490 acres.

Construction in progress includes shopping center developments and significant expansions and redevelopments. The
Company capitalizes interest on funds used for the construction, expansion or redevelopment of shopping centers, including
funds advanced to or invested in joint ventures with qualifying development activities. Capitalization of interest ceases when
construction activities are substantially compieted and the property is available for occupancy by tenants. In addition, the
Company capitalized certain internal construction administration costs of $5.7 million, $5.1 million and $4.3 million in
2004, 2003 and 2002, respectively.

Purchase Price Accounting Upon acquisition of properties, the Company estimates the fair value of acquired tangible
assets, consisting of land, building and improvements, and, if determined to be material, identified intangible assets generally
consisting of the fair value of (i) above and below market leases, (ii) in-place teases and (iii) tenant relationships. The
Company allocates the purchase price to assets acquired and liabilities assumed on a gross basis based on their relative
fair values at the date of acquisition pursuant to the provisions of Statement of Financial Accounting Standards (“SFAS”)
No. 141, Business Combinations. In estimating the fair value of the tangible and intangible assets and liabilities acquired,
the Company considers information obtained about each property as a result of its due diligence, marketing and leasing
activities, and utilizes various valuation methods, such as estimated cash flow projections utilizing appropriate discount
and capitalization rates, estimates of replacement costs net of depreciation, and available market information. Depending
upon the size of the acquisition, the Company may engage an outside appraiser to perform a valuation of the tangible and
intangible assets acquired. The fair value of the tangible assets of an acquired property considers the value of the property
as if it were vacant.

Above-market and below-market lease values for acquired properties are recorded based on the present value (using
a discount rate which reflects the risks associated with the leases acquired) of the difference between (i) the contractual
amounts to be paid pursuant to each in-place lease and (ii) management's estimate of fair market lease rates for each
corresponding in-place lease, measured over a period equal to the remaining term of the lease for above-market leases
and the initial term plus the term of any below-market fixed rate renewal options for below-market leases. The capitalized
above-market lease values are amortized as a reduction of base rental revenue over the remaining term of the respective
leases, and the capitalized below-market lease values are amortized as an increase to base rental revenue over the remaining
initial terms plus the terms of any below-market fixed rate renewal options of the respective ieases. At December 31, 2004,
the below-market leases aggregated $4.2 million and there were no above-market leases. At December 31, 2003, there
were no above or below market lease assets or abligations.

The total amount of intangible assets allocated to in-place iease values and tenant relationship values is based
upon management’s evaluation of the specific characteristics of the acquired lease portfolio and the Company’s overall
relationship with anchor tenants. Factors considered in the allocation of these values include the nature of the existing
relationship with the tenant, the expectation of lease renewals, the estimated carrying costs of the property during
a hypothetical expected lease-up period, current market conditions and costs to execute similar leases, among other
factors. Estimated carrying costs include real estate taxes, insurance, other property operating costs and estimates
of lost rentals at market rates during the hypothetical expected lease-up periods, based upon management’'s assessment
of specific market conditions.

The value of in-place leases including origination costs is amortized to expense over the estimated weighted average
remaining initial term of the acquired lease portfolio. The value of tenant relationship intangibles is amortized to expense
over the estimated initial and renewal terms of the lease portfolio; however, no amortization period for intangible assets
will exceed the remaining depreciable life of the building.

Intangible assets associated with property acquisitions are included in other assets in the Company’s consolidated
balance sheets.




Impairment of Long-Lived Assets Effective January 1, 2002, the Company adopted the provisions of SFAS No. 144
(“SFAS 144"), “Accounting for the Impairment or Disposal of Long Lived Assets.” If an asset is held for sale, it is stated
at the lower of its carrying value or fair value less cost to sell. The determination of undiscounted cash flows requires
significant estimates made by management and considers the expected course of action at the balance sheet date.
Subsequent changes in estimated undiscounted cash flows arising from changes in anticipated actions could impact

the determination of whether an impairment exists.

Management reviews its fong-lived assets used in operations for impairment when there is an event or change in
circumstances that indicates an impairment in value. An asset is considered impaired when the undiscounted future
cash flows are not sufficient to recover the asset’s carrying value. If such impairment is present, an impairment loss is
recognized based on the excess of the carrying amount of the asset over its fair value. The Company records impairment
losses and reduces the carrying amounts of assets held for sale when the carrying amounts exceed the estimated selling
proceeds less the costs to sell.

Deferred Charges Costs incurred in obtaining long-term financing are inciuded in deferred charges in the accompanying
consolidated balance sheets and are amortized on a straight-line basis over the terms of the related debt agreements,
which approximates the effective interest method. Such amortization is reflected as interest expense in the consolidated
statements of operations.

Revenue Recognition Minimum rents from tenants are recognized using the straight-line method over the lease term of the
respective leases. Percentage and overage rents are recognized after a tenant’s reported sales have exceeded the applicable
sales breakpoint set forth in the applicable lease. Revenues associated with tenant reimbursements are recognized in the
period in which the expenses are incurred based upon the tenant lease provision. Management fees are recorded in the
period earned based on a percentage of collected rent at the properties under management. Ancillary and other property
related income, which includes the leasing of vacant space to temporary tenants, is recognized in the period earned.

Lease termination fees are included in other income and recognized and earned upon termination of a tenant’s lease.

Accounts Receivable Accounts receivable, other than straight-line rents receivable and master lease arrangements, are
expected to be collected within one year and are net of any estimated unrecoverable amounts of approximately $12.4 million
and $13.7 million at December 31, 2004 and 2003, respectively. At December 31, 2004 and 2003, straight-line rents
receivable, net of a provision for uncollectible amounts of $1.8 million and $1.5 million, aggregated $27.4 million and
$21.6 million, respectively. Included in accounts receivabie is approximately $3.2 million related to master lease obligation
from Benderson Development Company and related entities (“Benderson”) at December 31, 2004.

Disposition of Real Estate and Real Estate Investments Disposition of real estate relates to the sale of outlots and land
adjacent to existing shopping centers, shopping center properties and real estate investments. Gains from sales are generally
recognized using the full accrual method in accordance with the provisions of SFAS No. 66 “Accounting for Real Estate
Sales,” provided that various criteria relating to the terms of sale and any subsequent involvement by the Company with
the properties sold are met.

The Company adopted the provisions of SFAS 144 effective January 1, 2002. It retains the basic provisions for presenting
discontinued operations in the income statement but broadened the scope to include a component of an entity rather than
a segment of a business. Pursuant to the definition of a component of an entity in the SFAS 144, assuming no significant
continuing involvement, the sale of a retail or industrial operating property is now considered a discontinued operation. In
addition, the operations from properties classified as held for sale are also considered a discontinued operation. The Company
generally considers assets to be held for sale when the transaction has been approved by the appropriate level of management
and there are no known significant contingencies relating to the sale such that the property sale within one year is
considered probable. Accordingly, the results of operations of properties disposed of, or classified as held for sale after
January 1, 2002, for which the Company has no significant continuing involvement are reflected as discontinued operations.
Interest expense, which is specifically identifiable to the property, is used in the computation of interest expense attributable
to discontinued operations. Consolidated interest at the corporate level is allocated to discontinued operations pursuant to
the methods prescribed under EITF 87-24, based on the proportion of net assets disposed.

General and Administrative Expenses General and administrative expenses include certain internal leasing and legal

salaries and related expenses directly associated with the releasing of existing space, which are charged to operations
as incurred.
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Stock Option and Other Equity-Based Plans The Company has stock-based employee compensation plans, which are
described more fully in Note 16 to the consolidated financial statements. The Company applies APB 25, “Accounting for
Stock Issued to Employees” in accounting for its plans. Accordingly, the Company does not recognize compensation cost
for stock options when the option exercise price equals or exceeds the market value on the date of the grant. No stock-
based employee compensation cost for stock options is reflected in net income, as all options granted under those plans
had an exercise price equal to or in excess of the market value of the underlying common stock on the date of grant.
The Company records compensation expense related to its restricted stock plan and its performance unit awards. The
following table illustrates the effect on net income and earnings per share if the Company had applied the fair value
recognition provisions of SFAS 148 “Accounting for Stock-Based Compensation-Transition and Disclosure an amendment
of SFAS No. 123,” to stock-based employee compensation (in thousands, except per share data).

Year ended December 31,

2004 2003 2002.
Net income, as reported $269,762 $240,261 $101,970
Add: Stock-based employee compensation included in reported net income 6,308 5,017 2,215
Deduct: Total stock-based employee compensation expense determined
under fair value based method for all awards (5,062) (5,200) (2,515)

$271,008 $240.078 $101,670

Earnings per share:

Basic - as reported § 227 $ 231 $ 1.09
Basic ~ pro forma $ 228 $  2.31 $ 1.08
Diluted ~ as reported $ 2.24 $ 2.27 $ 1.07
Diluted - pro forma $ 2.25 $  2.27 $ 1.07

Interest and Real Estate Taxes Interest and real estate taxes incurred during the development and significant expansion
of real estate assets held for investment are capitalized and depreciated over the estimated useful life of the building.
Interest paid during the years ended December 31, 2004, 2003 and 2002, aggregated $133.8 millicn, $98.2 million and
$84.7 million, respectively, of which $9.9 million, $11.5 million and $9.2 miliion, respectively, was capitalized.

Goodwill Effective January 1, 2002, the Company adopted SFAS 142, “Goodwill and Other Intangible Assets.” SFAS 142
requires that intangible assets not subject to amortization and goodwill be tested for impairment annually, or more frequently
if events or changes in circumstances indicate that the carrying value may not be recoverable. Amortization of goodwill,
including such assets associated with joint ventures acquired in past business combinations, ceased upon adoption.
Goodwilt is included in the balance sheet caption Advances to and Investments in Joint Ventures in the amount of $5.4 million
as of December 31, 2004 and 2003. The Company evaluated the goodwill related to its joint venture investments for
impairment and determined that it was not impaired as of December 31, 2004 and 2003.

Intangible Assets Finite lived intangible assets comprised of management contracts, associated with the Company's
acquisition of a joint venture, are stated at cost less amortization calculated on a straight-line basis over 15 years.
Intangible assets, net, are included in the balance sheet caption Advances to and Investments in Joint Ventures in the
amount of $4.7 million and $4.2 million as of December 31, 2004 and 2003, respectively. The 15-year life approximates
the expected turnover rate of the original management contracts acquired.

The estimated amortization expense associated with the management company finite lived intangible asset for each
of the five succeeding fiscal years is approximately $0.3 million per year.

Advances to and Investments in Joint Ventures To the extent that the Company contributes assets to a joint venture, the
Company’'s investment in the joint venture is recorded at the Company’s cost basis in the assets, which were contributed
to the joint venture. To the extent that the Company's cost basis is different than the basis reflected at the joint venture
level, the basis difference is amortized over the life of the related asset and inciuded in the Company’s share of equity in
net income of joint venture. In accordance with the provisions of Statement of Position 78-S “Accounting for Investments
in Real Estate Ventures” paragraph 30, the Company recognizes gains on the contribution of real estate to joint ventures,
refating solely to the outside partner’s interest, 10 the extent the economic substance of the transaction is a sale.

The Company continually evaluates its advances to and investments in joint ventures for other than temporary declines in
market value. Any decline that is not expected to recover in the next twelve months is considered an other than temporary
impairment and recorded. The Company has determined that these investments are not impaired as of December 31, 2004,

Treasury Stock The Company's share repurchases are reflected as treasury stock utilizing the cost method of accounting
and are presented as a reduction to consolidated shareholders’ equity.




New Accounting Standards

FIN 46 In January 2003, the FASB issued FIN 48. This Interpretation was revised in December 2003. The objective of this
Interpretation is to provide guidance on how to identify a variable interest entity (“VIE”) and determine when the assets,
liabilities, non-controlling interests, and results of operations of a VIE need to be included in a company’s consolidated
financial statements. A company that holds a variable interest in an entity will need to consolidate the entity if the company’s
interest in the VIE is such that the company will absorb a majority of the VIEs expected losses and/or receive a majority
of the entity’s expected residual returns, if they occur. FIN 46 also requires additional disclosure by primary beneficiaries
and other significant variable interest holders. The disclosure provisions of this Interpretation became effective upon
issuance in January 2003, The consolidation requirements of this Interpretation applied immediately to VIEs created after
January 21, 2003 and no later than the end of the first fiscal year or interim period ending after March 15, 2004 for public
companies with non-special purpose entities that were created prior to February 1, 2003. The consoclidation requirements
of this Interpretation were applicable to special purpose entities no later than the end of the first fiscal year or interim
period ending after December 15, 2003.

The Company evaluated all of its pre-existing joint venture relationships in order to determine whether the entities are
VIEs and whether the Company is considered to be the primary beneficiary or whether it holds a significant variable interest.
Effective January 1, 2004, the Company consolidated five entities that were previously accounted for under the equity
method (Note 2).

In May 2004, the Company assumed all of the rights and obligations related to an independent trust (the “Grantor
Trust”) from one of the Company’s joint venture entities in which the Company held a 50% interest. The Grantor Trust, a
special purpose entity, owns tax exempt floating rate bonds which are serviced from incremental tax revenue generated
on a shopping center development in Merriam, Kansas. The Company was determined to be the primary beneficiary of the
Grantor Trust and consolidated the Grantor Trust's assets and obligations assumed. As of December 31, 2004, the Grantor
Trust has outstanding obligations totaling approximately $8.6 million and a receivable from the city of Merriam, Kansas
of approximately $8.6 million. The Grantor Trust obligation is secured by a letter of credit guaranteed by the Company.

Service Merchandise Joint Venture The Company holds a 25% economic interest in a VIE (“SM VIE"), in which the
Company was not determined to be the primary beneficiary. In March 2002, the SM VIE acquired the designation rights
to real estate assets owned and controlled by Service Merchandise Company, Inc. At December 31, 2004, this joint
venture holds 63 fee simple, leasehold and ground lease interests previously owned by the Service Merchandise
Company, Inc., including designation rights to 2 assets for which it has not obtained final title through the bankruptcy
court. In total, these assets are located in 26 states across the United States. The SM VIE has total assets and total
mortgage debt of approximately $177.5 million and $62.6 million, respectively, at December 31, 2004 and a note
payable to DDR of approximately $15.4 million. In the unlikely event that all of the underlying assets of this entity had
no value and all other owners failed to meet their obligations, the Company estimates that its maximum exposure to
loss would approximate $27.7 million, primarily representing the net carrying value of the Company's investment in
and advances to this entity as of December 31, 2004. However, the Company expects to recover the recorded amount
of its investment in this entity.

Apex Phase Ill The Company holds an 80% economic interest in a VIE (“Apex VIE"), in which the Company was
determined to be the primary beneficiary. In January 2004, the Apex VIE was formed for the purpose of acquiring,
developing and operating undeveloped land located in Apex, North Carolina. As of December 31, 2004, the VIE has
total real estate assets of $8.5 million and total debt of approximately $8.4 million owed to the Company. The Apex
VIE balance sheet and income statement are included in the Company’s consolidated financial statements as of and
for the year ended December 31, 2004,

SAB 104 In December 2003, the Staff of the Securities and Exchange Commission (“SEC”) issued Staff Accounting
Bulletin No. 104 (“SAB 104"), “Revenue Recognition”, which amends SAB 101, “Revenue Recognition in Financial
Statements.” SAB 104's primary purpase is to rescind accounting guidance contained in SAB 101 related to multiple
element revenue arrangements, superceded as a result of the issuance of EITF 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” Additionally, SAB 104 rescinds the SEC’s Revenue Recognition in Financial
Statements Frequently Asked Questions and Answers (the “FAQ") issued with SAB 101 that had been codified in SEC
Topic 13, “Revenue Recognition.” Selected portions of the FAQ have been incorporated into SAB 104. While the wording
of SAB 104 has changed to reflect the issuance of EITF 00-21, the revenue recognition principles of SAB 101 remain
largely unchanged by the issuance of SAB 104. The adoption of this bulletin did not have a material impact on the
Company's financial position, results of operations or cash flows.
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EITF Issue 03-06 In March 2004, the Emerging Issues Task Force (“EITF”) reached a final consensus regarding Issue 03-06,
“Participating Securities and the Two-Class Method under SFAS 128.” The issue addresses a number of questions regarding
the computation of earnings per share (“EPS”) by companies that have issued securities other than common stock that
participate in dividends and earnings of the issuing entity. Such securities are contractually entitled to receive dividends
when and if the entity declares dividends on common stock. The issue also provides further guidance in applying the
two-class method of calculating EPS once it is determined that a security is participating. The two-class method is an
earnings allocation formula that determines earnings per share for each class of common stock and participating security
according to dividends declared (or accumulated) and participation rights in undistributed earnings. This consensus is
effective for the period ended June 30, 2004 and shouid be applied by restating previously reported EPS. The adoption

of this consensus did not have a material impact on the Company’s financial position, results of operations and per share
amounts or cash flows.

FAS 123R Stock-Based Compensation In October 2004, the FASB delayed the effective date of its proposed standard,
“Share-Based Payment.” Public companies with calendar year-ends are required to adopt the provisions of the standard
effective for periods beginning after June 15, 2005, rather than January 1, 2005 as originally proposed. The Company
expects to adopt FAS 123R on July 1, 2005. The Company is currently evaluating the effects of this proposed new
standard, but does not expect it to materially impact its financial position, results of operations, cash flows or its future
compensation strategies.

Reclassification Certain reclassifications have been made to the 2003 and 2002 financial statements to conform to
the 2004 presentation. These reclassifications have not changed the results of operations or cash flow for 2003 or 2002.

Use of Estimates in Preparation of Financial Statements The preparation of financial statements in conformity with
generally-accepted accounting principles requires management to make estimates and assumptions that affect the reported
amount of assets and liabilities, the disclosure of contingent assets and liabilities and the reported amounts of revenues
and expenses during the year. Actual results could differ from those estimates.




2. ADVANCES TO AND INVESTMENTS IN JOINT VENTURES

Combined condensed financial information of the Company's joint venture investments is summarized as follows (in thousands):

December 31,

Combined balance sheets | 2004 2003
Land $ 798,852 $ 519,846
Buildings 2,298,424 1,692,367
Fixtures and tenant improvements 42,922 24,985
Construction in progress 25,151 38,018
3,165,349 2,275,216
Less: accumuliated depreciation (143,170) (118,755)
Real estate, net 3,022,179 2,156,461
Receivables, net 68,596 47,185
Leasehold interests 26,727 28,895
Other assets 96,264 83,776

$3,213,766  $2,316,297

Mortgage debt $1,803,420 $1,321,117
Amounts payabte to DDR 20,616 31,683
Amounts payable to other partners 46,161 32,121
Other liabilities 75,979 80,681

1,946,176 1,465,602
Accumulated equity 1,267,590 850,695

$3,213,766 $2,316,297
Company's proportionate share of accumulated equity § 257,944 $ 204,431

For the year ended December 31,

Combined statements of operations 2004 2003 2002
Revenues from operations $339,446 $255,541 $201,303
Rental operation expenses 118,922 87,842 69,531
Depreciation and amortization expense 68,110 40,663 30,740
Interest expense 79,149 71,094 63,285
266,181 199,599 163,556
Income before gain on sales of real estate and
discontinued operations 73,265 55,942 37,747
Gain on sales of real estate 4,787 569 6,138
Income from continuing operations 78,052 56,511 43,885
Discontinued operations:
Income from discontinued operations, net of tax 1,115 513 8,545
Gain on sale of real estate, net of tax 39,612 63,875 53,130
’ 40,727 64,388 61,675
Net income $118,779 $120,899 $105,560
Company's proportionate share of net income $ 42,150 $ 46,593 $ 34,724




The Company has made advances to several partnerships in the form of notes receivable and fixed rate loans, which accrue
interest at rates ranging from 6.3% to 12.0%. Maturity dates range from payment on demand to June 2020. Inciuded in the Company's
accounts receivable is approximately $1.7 million at December 31, 2004, due from affiliates related to construction receivables
(none at December 31, 2003).

Advances to, and investments in, joint ventures include the following items, which represent the difference between the
Company's investment and its proportionate share of the joint ventures’ underlying net assets (in mitlions):

For the year ended
December 31,

2004 2003

Basis differentials * $51.4 $55.9
Deferred development fees, net of portion

relating to the Company's interest (2.1) (2.6)

Basis differential upon transfer of assets* (62.4) (51.4)

Notes receivable from investments 22.4 22.1

* Basis differentials occur primarily when the Company has purchased interests in existing joint ventures at fair market values,
which differ from their proportionate share of the historical net assets of the joint ventures. In addition, certain acquisition,
transaction and other costs, including capitalized interest, may not be reflected in the net assets at the joint venture level.
Basis differentials upon transfer of assets is primarily associated with assets previously owned by the Company which have
been transferred into a joint venture at fair value. This amount represents the aggregate difference between the Company’s
historical cost basis and the basis reflected at the joint venture level. Certain basis differentials indicated above are amartized
over the life of the related asset. Differences in income also occur when the Company acquires assets from joint ventures. The
Company’s proportionate share of gains “ecorded at the joint venture level associated with assets acquired by the Company
which approximated $0.9 million for the vear ended December 31, 2002, were eliminated by the Company when recording its
share of the joint venture income. The di“ference between the Company’s share of net income, as reported above, and the
amounts included in the consolidated statements of operatigns Is attributable to the amortization of such basis differentials,
deferred gains end differences In gain (loss) on sale of certain assets due to the basis differentials.

Service fees earned by the Company through management, leasing, development and financing activities performed related to

the Company’s joint ventures are as follows (in millions):

For the year ended
December 31,

2004 2003 2002
Management fees §11.4 $8.3 $7.3
Acquisition, financing and guarantee fees 3.0 0.9 0.3
Development fees and leasing commissions 3.8 2.4 3.3
Interest income 1.9 2.9 3.7
Disposition fees 0.2 0.4 0.6
Sponsor fees * - 2.9 -
Structuring fees - 2.6 -

* earned by an equity affiliate.

inctuded in the joint venture net income in 2003 is a gain associated with the early extinguishment of debt of approximately
$4.2 million of which the Company's proportionate share approximated $3.4 million.
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Formation of Joint Ventures

Acquisitions

Macquarie DDR Trust In November 2003, the Company closed a transaction pursuant to which the Company formed an
Australian based Listed Property Trust, Macquarie DDR Trust (“MDT"), with Macquarie Bank Limited (ASX: MBL), an
international investment bank, advisor and manager of specialized real estate funds in Australia (“MDT Joint Venture”).
MDT focuses on acquiring ownership interests in institutional-quality community center properties in the United States.

At December 31, 2004, MDT, which listed on the Australian Stock Exchange in November 2003, owns an approximate
83% interest in the portfolio. DDR retained an effective 14.5% ownership interest in the assets and MBL primarily owning
the remaining 2.5%. DDR remains responsible for all day-to-day operations of the properties and will receive fees at prevailing
rates for property management, leasing, construction management, acquisitions, due diligence, dispositions {inciuding
out-parcel sales), and financing. Through their joint venture, DDR and MBL will also receive base asset management fees
and incentive fees based on the performance of MDT. DDR recorded fees aggregating $3.0 million and $6.7 million in 2004
and 2003, respectively, in connection with the acquisition, structuring, formation and operation of the MDT Joint Venture.

MDT has a two-year right of first offer, which expires in November 2005, on 20 pre-determined joint venture and
wholiy-owned assets currently in DDR’s portfolio. This right of first offer only applies if DDR determines that it will
pursue the sale of these assets. MDT also is expected to pursue acquisitions of additional stabilized, institutional-quality
community center properties.

In May 2004, the MDT Joint Venture acquired an indirect ownership interest in 23 retail properties, which consists
of over 4.0 million square feet of Company-owned GLA. The aggregate purchase price of the properties was approximately
$538.0 million. Eight of the properties acquired by the MDT Joint Venture were owned by the Company and one of the
properties was held by the Company through a joint venture. Fourteen of the properties acquired by the MDT Joint Venture
were owned by Benderson. In December 2004, the Company contributed three operating properties to the MDT Joint
Venture for approximately $96.6 million. The Company recognized a gain of approximately $65.4 million relating to the
sale of the effective 85.5% interest in these properties and deferred a gain of approximately $11.1 million relating to
the Company’'s effective 14.5% interest.

Coventry Il In 2003, the Company entered into joint ventures ("Coventry Il Joint Venture") with Coventry Real Estate
Fund il (the “Coventry Il Fund”). The Coventry Il Fund was formed with several institutional investors and Coventry Real
Estate Advisors (“CREA”} as the investment manager. Neither the Company nor any of its officers, own a common interest
in the Coventry Il Fund or have any incentive compensation tied to this Fund. The Coventry ll Fund and DDR have agreed
to jointly acquire value-added retail properties in the United States. At December 31, 2004, CREA obtained $330 million
of equity commitments to co-invest exclusively in joint ventures with DDR. The Coventry Il Fund's strategy is to invest in
a variety of retail properties that present opportunities for value creation, such as re-tenanting, market repositioning,
redevelopment or expansion.

DDR expects, but is not obligated, to co-invest 20% in each joint venture and will be responsible for day-to-day management
of the properties. Pursuant to the terms of the joint venture, DDR will earn fees for property management, leasing and
construction management. DDR also will earn a promoted interest, along with CREA, above a 10% preferred return after
return of capital to fund investors. The assets of the Coventry Il Joint Venture at December 31, 2004 are as follows:

Acquisition
Effective GLA Price
Location Interest (thousands) {millions)
2004:
Buena Park, California 20% 738 $91.5
San Antonio, Texas 10% Under Development® 8.1@
Seattle, Washington 20% 291 37.0
Phoenix, Arizona 20% 1,134 45.6
2003:
Kansas City, Missouri 20% 712 48.4

(1) Expected to be completed in Fall 2005. A third party developer owns 50% of this investment,

(21 Net of $2.5 million sale to Target.
Prudential Real Estate Investors in October 2004, the Company completed a $128 million joint venture transaction
(“DPG Joint Venture”) with Prudential Real Estate Investors (“PRE!"). The Company contributed 12 neighborhood grocery-
anchored retail properties to the joint venture, eight of which were acquired by the Company from Benderson and four of
which were acquired from JDN. The joint venture assumed approximately $12 million of secured, non-recourse financing
associated with two properties. The Company maintains a 10% ownership in the joint venture and continues day-to-day
management of the assets. The Company earns fees for property management, leasing and development. The Company
recognized a gain of approximately $4.2 miltion relating to the sale of the 20% interest in these properties and deferred
a gain of approximately $0.5 million refating to the Company's 10% interest.
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Kuwait Financial Centre Joint Venture In November 2004, the Company completed a $204 million joint venture transaction
(“DDR Markaz !I”) with an investor group led by Kuwait Financial Centre-Markaz (a Kuwaiti publicly traded company). The
Company contributed 13 neighborhood grocery-anchored retail properties to the joint venture, nine of which were acquired
by the Company from Benderson and three of which were acquired from JDN and one of which was owned by the Company.
DDR Markaz I cbtained approximately $150 million of seven-year secured non-recourse financing at a fixed rate of approximately
5.1%. The Company maintains a 20% equity ownership in the properties and continues day-to-day management of the
assets. The Company earns fees at prevailing rates for property management, out-parcel sales, leasing and construction
management. The Company recognized a gain of approximately $2.5 million relating to the sale of the 80% interest in these
properties and deferred a gain of approximately $0.7 million relating to the Company’s 20% interest.

In May 2003, the Company completed a $156 million joint venture transaction (“DDR Markaz |1”) with an investor group
led by Kuwait Financial Centre-Markaz. The Company contributed seven retail properties to the joint venture. In connection
with this formation, DDR Markaz | LLC secured $110 million, non-recourse, five-year, secured financing at a fixed interest
rate of approximately 4.13%. The Company retained a 20% ownership interest in these seven properties. The Company
recognized a gain of approximately $25.8 million relating to the sale of the 80% interest in these properties and deferred
a gain of approximately $6.5 million refating to the Company’s 20% interest. The Company earns fees at prevailing rates
for asset management, property management, leasing, out-parcel sales and construction management.

Additional Joint Venture Interests
Retail Value Fund In February 1998, the Company and an equity affiliate of the Company entered into an agreement with
Prudential Real Estate Investors (“PREI") and formed the Retail Value Fund (the “PREI Fund”). The PREI Fund's ownership
interests in each of the projects, unless discussed otherwise, are generally structured with the Company owning (directly
or through its interest in the management service company) a 24.75% limited partnership interest, PREI owning a 74.25%
limited partnership interest and Coventry Real Estate Partners (“Coventry”), which was 78% owned by a consolidated entity
of the Company at December 31, 2004, owning (directly or through its interest in the management service company) a
1% general partnership interest. The PREl Fund invests in retail properties within the United States that are in need of
substantial re-tenanting and market repositioning and may also make equity and debt investments in companies owning
or managing retail properties as well as in third party development projects that provide significant growth opportunities.
The retail property investments may include enclosed malls, neighborhood and community centers or other potential retail
commercial development and redevelopment opportunities.

The PREI Fund owns the following investments at December 31, 2004:

Number of GLA
Location Properties (thousands)
Kansas City, Missouri & Kansas City, Kansas 5 484
Long Beach, California®™ 1 283
Deer Park, Illinocis® 1 282
Austin, Texas® 1 266

(1) In September 2004, the PREI Fund sold a portion of this center for approximately $16.6 million. The joint venture recorded
an aggre_gale Merchar:t build gain of $4.6 million of which the Company’s proportionate share. net of costs, is approximately
2} i\ojgnﬁ]:rl;ogbok the PRE! Fund purchased the remaining 50% interest from its development partner for approximately $5.4 miltion.
3} In July 2004, the PRE} Fund purchased the remaining 50% interest from its development partner for approximately $4.8 million.
This center was compteted in 2004,

In addition, in 2000, the PREI Fund entered into an agreement to acquire ten properties, located in western states
from Burnham Pacific Properties, Inc. (“Burnham”) with PREI owning a 79% interest, the Company owning a 20% interest
and Coventry owning a 1% interest at an aggregate purchase price of $280 million. Three of these properties were sold
in 2003 at an aggregate price of $57.8 million and the joint venture recognized an aggregate gain of approximately
$16.1 million, of which the Company's proportionate share was $2.6 million. In 2004, the PREI Fund sold a significant
portion of a shopping center in Puente Hills, California, which represented approximately 519,000 square feet of GLA, for
approximately $66.2 million and recognized a gain of approximately $12.8 million of which the Company’s proportionate
share was approximately $4.0 million. Also in 2004, the PREI Fund sold a shopping center in Mission Viejo, California
aggregating 45,600 square feet for a sales price of approximately $18.0 million and recognized a gain of approximately
$5.8 million of which the Company’s proportionate share was approximately $2.0 million. The Company earns fees for

managing and leasing the properties.




As discussed above, Coventry generally owns a 1% interest in each of the PREI Fund’'s investments except for the PREI
Fund’'s investment associated with properties acquired from Burnham. Coventry is also entitled to receive an annual asset
management fee equal to 0.5% of total assets. Coventry is also entitled to one-third of all profits (as defined), once the
limited partners have received a 10% preferred return and previously advanced capital. The remaining two-thirds of the
profits (as defined) in excess of the' 10% preferred return is split proportionately among the limited partners.

With regard to the PREI Fund's investment associated with the acquisition of shopping centers from Burnham, Coventry
has a 1% general partnership interest. Coventry also receives annual asset management fees equal to 0.8% of total revenue
collected from these assets plus a minimum of 25% of all amounts in excess of a 10% annual preferred return to the limited
partners that could increase to 35% if returns to the limited partners exceed 20%.

Management Service Companies The Company owns a 50% equity ownership interest in 8 management and development
company in St. Louis, Missouri.

KLA/SM lJoint Venture In March 2002, the Company entered into a joint venture with Lubert-Adler Funds and Kiaff Realty,
L.P. (Note 15), which was awarded asset designation rights for all of the retail real estate interests of the bankrupt estate
of Service Merchandise Corporation for approximately $242 million. The Company has an approximate 25% interest in

the joint venture. In addition, the Company earns fees for the management, leasing, development and disposition of the
real estate portfolio. The designation rights enabled the joint venture to determine the ultimate disposition of the

real estate interests held by the bankrupt estate. At December 31, 2004, the portfolio consisted of approximately 63
Service Merchandise retail sites totaling approximately 3.4 million square feet. At December 31, 2004, these sites were
69.6% leased.

In 2004, the joint venture sold 11 sites and received gross proceeds of approximately $20.7 million and recorded an
aggregate gain of $2.0 million of which the Company's proportionate share was approximately $0.5 million. In 2003, the
joint venture sold 22 sites and received gross proceeds of approximately $55.0 million and recorded an aggregate gain of
$5.1 million of which the Company’s proportionate share was approximately $1.3 million. In 2002, the joint venture sold
45 sites and received gross proceeds of approximately $106.5 million and recorded an aggregate gain of $4.4 million of
which the Company’s proportionate share was approximately $1.1 million. The Company also earned disposition, development,
management, leasing fees and interest income aggregating $2.6 million, $2.7 million and $2.5 million in 2004,

2003 and 2002, respectively, relating to this investment.

Adoption of FIN 46 (Note 1) Pursuant to the adoption of FIN 46, the following entities were identified as variable interest
entities and consolidated into the consolidated balance sheet and consolidated statement of operations of the Company
at January 1, 2004. These five properties had aggregate assets, advances to DDR, mortgage debt and other liabilities of
approximately $30.5 million, $9.7 million, $20.0 million and $0.2 million, respectively, at December 31, 2003. These joint
ventures are identified as follows:

e Four joint venture interests which own developable land located in Round Rock, Texas; Opelika, Alabama; Jackson,
Mississippi and Monroe, Louisiana. The Company owns a 50%, 11%, 50% and 50% interest in these joint ventures,
respectively;

* A 50% interest in an operating shopping center property located in Martinsville, Virginia.

The Company recorded a charge of $3.0 million as a cumulative effect of adoption of a new accounting standard
attributable to the consolidation of the shopping center in Martinsville, Virginia. This amount represents the minority
partner’s share of cumulative losses in excess of its cost basis in the partnership.

Sale of Joint Venture Assets to DDR The Company purchased its joint venture partner’s interest in the following shopping
centers:
* A 20% interest in a shopping center located in Independence, Missouri purchased in 2002;
s A 75.25% interest through the PREI Fund in two shopping centers located in Plainville, Connecticut and San Antonio,
Texas purchased in 2002;
¢ A 51% interest in a shopping center acquired through the merger of JDN located in Suwanee, Georgia purchased
in 2003;
* A B50% interest in a shopping cente® located in Canton, Ohio purchased in 2002;
e A 50% interest in a shopping center iocated in Leawood, Kansas purchased in 2003;
* A 50% interest in a shopping center located in Littleton, Colorado purchased in 2004 and
* The MDT Joint Venture acqguired the interest in one and seven shopping centers owned through other joint venture
interests in 2004 and 2003, respectively, and accordingly these properties are not presented in discontinued
operations since the Company has continuing involvement.
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Additional Shopping Center Joint Ventures not addressed above - As of December 31, 2004

¢ An 80% equity ownership interest in two joint ventures each owning an operating shopping property in Columbus, Ohio;

* A 67% equity ownership interest in a joint venture, which owns an operating shopping center in Phoenix, Arizona;

¢ A 50% equity ownership interest in 9 different joint ventures, which, in the aggregate, own 11 operating shopping
centers and developable land;

* A 25% equity ownership interest in a joint venture, which owns an operating shopping center property in Pasadena,
California and

* A 10% equity ownership interest in a joint venture, which owns an operating shopping center in Kildeer, illinois.

In January 2004, a joint venture in which the Company owned a 35% interest, sold a 320,000 square foot shopping
center property located in San Antonio, Texas for approximately $59.1 million and recognized a gain of $19.1 million,
of which the Company's proportionate share was approximately $6.7 million.

The Company's joint venture agreements generally include provisions whereby each partner has the right to trigger
a purchase or sale of its interest in the joint ventures (Reciprocal Purchase Rights) or to initiate a purchase or sale of
the properties (Property Purchase Rights) after a certain number of years or if either party is in default of the joint
venture agreements. Under these provisions, the Company is not obligated to purchase the interest of its outside joint
venture partners.

In addition, one of the joint venture agreements includes a provision whereby the Company’s joint venture partners may
convert all, or a portion of, their respective interest in such joint venture into common shares of the Company. The terms
of the conversion are set forth in the governing documents. However, if the joint venture partners elect to convert their
respective interest into common shares, the Company will have the option to pay cash instead of issuing common shares.
If the Company agrees to the issuance of common shares, the agreement provides that the converting joint venture partner
will execute a lock-up arrangement acceptable to the Company.

Discontinued Operations Included in discontinued operations in the combined statements of operations for the joint
ventures are the following properties sold subsequent to December 31, 2001:
* A 20% interest in five properties held in the PREI Fund originally acquired from Burnham. The shopping centers
in City of Industry, California and Mission Viejo, California were sold in 2004. The shopping centers located in
Sacramento, California; Fulierton, California and Bellingham, Washington were sold in 2003;
* A 20% interest in three properties held in the Community Center Joint Ventures. The shopping centers in Durham,
North Carolina and Denver, Colorado were sold in 2002. The shopping center located in San Diego, California was
sold in 2003;
* A 24.75% interest in four properties held through the PREI Fund. Shopping center properties located in Hagerstown,
Maryland; Salem, New Hampshire and Round Rock, Texas were sold in 2002. A shopping center located in Kansas
City, Kansas was sold in 2003;
* An approximate 25% interest in several Service Merchandise sites;
* A 35% interest in a shopping center located in San Antonio, Texas was sold in 2004,
¢ A 50% interest in a shopping center located in St. Louis, Missouri was sold in 2003 and
e An 83.75% interest in three former Best Product sites (one of which was disposed of in 2004 (which was
consolidated into the Company at December 31, 2003), two of which were disposed of in 2003 and one of
which was disposed of in 2002).




3. ACQUISITIONS AND PRO FORMA FINANCIAL INFORMATION

During the first quarter of 2003, the Company’s and JDN's shareholders approved a definitive merger agreement pursuant to which
JDN shareholders received 0.518 common shares of DDR in exchange for each share of JDN common stock on March 13, 2003. The
Company issued 18.0 million common shares valued at $21.22 per share based upon the average of the closing prices of DDR common
shares between October 2, 2002 and October 8, 2002, the period immediately prior to and subsequent to the announcement of the
merger. The transaction initially valued JDN at approximately $1.1 billion, which included approximately $606.2 million of assumed
debt at fair market value and $50 miflion of voting preferred shares. In the opinion of management, the $50 million of preferred shares
represented fair value; as these shares were subsequently redeemed in September 2003 {Note 12). Through this merger, DDR acquired
102 retail assets aggregating 23 million square feet including 16 development properties comprising approximately six million square
feet of total GLA. Additionally, DDR acquired a development pipeline of several properties. DDR engaged an appraiser to perform
valuations of the real estate and certain other assets. Included in the assets acquired are the land, building and tenant improvements
associated with the underlying real estate. The other assets allocation relates primarily to the value associated with in-place leases
and tenant relationships of the properties (Note 6). The Company determined the in-place leases acquired approximated fair market
value; therefore there was no separate allocation in the purchase price for above-market or below-market leases. The Company entered
into the merger to acquire a iarge portfolio of assets. The revenues and expenses relating to the JDN properties are included in DDR's
historical resuits of operations from the date of the merger, March 13, 2003.

A condensed balance sheet of the assets acquired with the merger with JDN as of the acquisition date of March 13, 2003 is as
follows (in thousands):

Assets
Real estate assets $1,030,625
Cash and cash equivalents 9,928
Investments in and advances to joint ventures 6,750
Other assets 4,155
$1,051,458
Liabitities
Fixed rate notes $ 235,000
Revolving credit facility 229,000
Mortgages and construction loans 111,852
Total indebtedness 575,852
Accounts payable and other liabilities 42,156
QOperating partnership minority interest 1,524
619,532
Shareholder equity
Preferred voting shares 50,000
Common shares and paid in capital 381,926
431,926
$1.061,458

In March 2004, the Company entered into an agreement to purchase interests in 110 retail real estate assets with approximately
18.8 million square feet of GLA from Benderson. The purchase price of the assets, including associated expenses, was approximately
$2.3 billion, less assumed debt and the value of a 2% equity interest in certain assets valued at approximately $16.2 million that
Benderson retains as set forth below. Benderson transferred a 100% ownership in certain assets or entities owning certain assets.
The remaining assets are held by a joint venture in which the Company holds a 98.0% interest and Benderson holds a 2.0% interest,
which are classified as operating partnership minority interests on the Company’'s consolidated balance sheet.

The Company completed the purchase of 107 properties, including 14 purchased directly by the MDT Joint Venture (Note 2)
and 52 held by a consolidated joint venture with Benderson at various dates commencing May 14, 2004 through December 21, 2004.
The remaining three properties will not be acquired.

With respect to the consolidated joint venture, Benderson will have the right to cause the joint venture to redeem its 2.0%
interest for a price equal to the agreed upon value of the interest after 20 months from May 2004, of approximately $16.2 million,
increased or decreased to refiect changes in the price of the Company’'s common shares during the period in which Benderson holds
the 2.0% interest, less certain distributions Benderson receives from the joint venture. If Benderson exercises the foregoing right,
the Company will have the right to satisfy the joint venture’s obligation by purchasing Benderson’s interest for cash or by issuing DDR
common shares. If Benderson does not elect to exercise its right to have its interest redeemed, the Company will have the right after
30 months to purchase that 2.0% interest for cash or common shares for a price determined in the same manner as if Benderson had
elected to cause such redemption. At December 31, 2004, the book value of this interest is $14.2 million as certain of these assets
were sold to a joint venture with PREI.

The Company funded the transaction through a combination of new debt financing of approximately $450 million, net proceeds
of approximately $164.2 mitlion from the issuance of 6.8 million cumulative preferred shares, net proceeds of approximately $491
miflion from the issuance of 15.0 million common shares, asset transfers to the MDT Joint Venture which generated net proceeds of
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approximately $194.3 million (Note 2}, line of credit borrowings and assumed debt. With respect to the assumed debt, the fair value
was approximately $400 million, which included an adjustment of approximately $30 mitlion to increase its stated principal balance,
based on rates for debt with similar terms and remaining maturities as of May 2004. DDR engaged an appraiser to perform valuations
of the real estate and certain other acquired tangible and intangible assets. Included in the assets acquired are the land, building
and tenant improvements associated with the underlying real estate. The other assets allocation of $30.9 million relates primarily to
in-place leases, leasing commissions, tenant relationships and tenant improvements of the properties (Note 8). There was a separate
allocation in the purchase price of $4.7 million for certain below-market leases. The Company entered into this transaction to acquire
the largest, privately owned retail shopping center portfolio in markets where the Company previously did not have a strong presence.

Benderson has also entered into a five-year master lease for vacant space that was either covered by a letter of intent as of the
closing date or a new lease with respect to which the tenant had not begun to pay rent as of the closing date. During the five-year
master lease, Benderson had agreed to pay the rent for such vacant space, until each applicable tenant’s rent commencement date.
The Company recorded the master lease receivable as part of the purchase price allocation at December 31, 2004, the master lease
receivable was $3.2 million.

The following unaudited supplemental pro forma operating data is presented for the year ended December 31, 2004 as if the
acquisition of the properties from Benderson and related financing activity, including the sale of eight wholly-owned assets to the
MDT Joint Venture were completed on January 1, 2004. The following unaudited supplemental pro forma operating data is presented
for the year ended December 31, 2003 as if the merger with JDN, the acquisition of the eight properties or partnership interests
mentioned above, the acquisition for the properties from Benderson and related financing activity, including the sale of eight wholly-owned
assets to the MDT Joint Venture were completed on January 1, 2003, Pro forma operating data presented for the year ended December
31, 2002 is presented as if the acquisition of the 19 properties or partnership interests acquired in 2002 and 2003, the merger with
JDN, the common share offerings completed in February 2002 and the preferred share offering completed in March 2002 had occurred
on January 1, 2002. Pro forma amounts include transaction costs, general and administrative expenses, losses on
investments and settlement costs JDN reported in its historical results of approximately $19.3 million and $8.7 million for the years
ended December 31, 2003 and 2002, respectively, which management believes to be non-recurring.

These acquisitions were accounted for using the purchase method of accounting. The revenues and expenses related to assets
and interests acquired are inciuded in the Company’s historical results of operations from the date of purchase.

The pro forma financial information is presented for informational purposes only and may not be indicative of what actual results
of operations would have been had the acquisitions occurred as indicated nor does it purport to represent the results of the operations
for future periods (in thousands, except per share data):

For the year ended
December 31, (Unaudited)

2004 2003 2002

Pro forma revenues $658,805 $647,678 $501,398
Pro forma income from continuing operations $190,665 $182,432 $127,926
Pro forma income from discontinued operations $ 10,295 $ 686 $ 2,498
Pro forma income before cumulative effect of adoption of a new accounting standard $285,602 $267,025 $133,853
Pro forma net income applicable to common shareholders $§227,397 $202,125 $ 97,659
Per share data:
Basic earnings per share dzta:

Income from continuing operations applicable to common shareholders $ 216 3 20 $ 112

Income from discontinued operations 0.11 0.01 0.04

Cumuiative effect of adoption of a new accounting standard (0.03) ~ -

Net income applicable to common shareholders $ 2.24 $ 2.02 $ 1.16
Diluted earning per share data:

Income from continuing operations appticable to common shareholders $ 213 $ 1.98 $ 1.11

Income from discontinued operations 0.10 0.01 0.04

Cumulative effect of adoption of a new accounting standard (0.03) - -

Net income applicable to common shareholders $ 220 $ 1.89 $ 1.15

These pro formas do not include the acquisitions described below or the disposition of real estate assets other than those
described above.

During the year ended December 31, 2004, the Company acquired a 20% interest in two shopping centers and an effective 10%
interest in a shopping center. Additionally, the Company acquired its partner’'s 50% interest in a joint venture. These four properties
aggregate approximately 2.4 million square feet of Company-owned GLA at an initial aggregate investment of approximately
$180 million,

During the year ended December 31, 2003, the Company also acquired two shopping centers, a 67% interest in a shopping
center, a 25% interest in a shopping center and a 20% interest in a shopping center. Additionally, the Company acquired its partner’s
50% interest in a joint venture and another partner’'s 51% interest in a joint venture. These eight properties aggregate approximately
3.3 million square feet of Company-owned GLA at an initial aggregate investment of approximately $223.0 million.
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4. NOTES RECEIVABLE

The Company owns notes receivables aggregating $17.8 miltion and $11.7 million, including accrued interest, at December 31, 2004
and 2003, respectively, which are classified as held to maturity. The notes are secured by certain rights in future development projects
and partnership interests. The notes bear interest ranging from 6.9% to 12.0% with maturity dates ranging from payment on demand
through April 2021.

Included in notes receivable are $15.8 million and $7.3 million of tax incremental financing bonds {“TIF Bonds”), plus accrued
interest at December 31, 2004 and 2003, respectively, from the Town of Plainville, Connecticut (the “Plainville Bonds”) and the City
of Merriam (the “Merriam Bonds”). The Plainville Bonds, with total receivables of $7.2 million and $7.3 million at December 31, 2004
and 2003 mature in April 2021 and bear interest at 7.125%. As of December 31, 2004, the Merriam Bonds have associated notes
receivable of $8.6 million. These bonds mature in February 2016 and bear interest at 6.9%. Interest and principal are payable
from the incremental real estate taxes generated by the shopping center and development project pursuant to the terms of the
financing agreement.

5. DEFERRED CHARGES
Deferred charges consist of the following (in thousands):

December 31,

2004 2003
Deferred financing costs $24,874 $20,604
Less - accumulated amortization (10,715) (8,312)

$14,159 $12,292

The Company incurred deferred finance costs aggregating $6.9 million and $6.4 million in 2004 and 2003, respectively. Deferred
finance costs paid in 2004 and 2003 primarily relate to the Company's unsecured revolving credit agreements, term loan (Note 7)
and issuance of medium term notes (Note 8). Additionally in 2003, the Company paid deferred finance costs for a secured financing
of a group of shopping center properties. Amortization of deferred charges was $5.6 million and $6.5 million for the years ended
December 2004 and 2003, respectively.

6. OTHER ASSETS

Other assets consist of the following (in thousands):

December 31,
2004 2003
Intangible assets:
In-place leases (including iease
origination costs), net $10,127 $ 5,919
Tenant relations, net 12,689 5,550
Total intangible assets 22,816 11,469
Other assets:
Fair value hedge 2,263 5573
Prepaids, deposits and other assets 68,559 25,693
Total other assets $93,638 $42,735

The intangible assets relate primarily to acquisitions in connection with the JDN merger and acquisition of assets from
Benderson (Note 3). The amortization period of the in-place leases and tenant relations is approximately two to 14 years and 31.5
years, respectively. The Company recorded amortization expense of approximately $4.0 million and $1.7 million for the years ended
December 31, 2004 and 2003, respectively. Other assets consist primarily of deposits {(including a $30 million deposit associated
with the Company's 2005 acquisition of 135 shopping center assets in Puerta Rico at December 31, 2004), land options and other
prepaid expenses.
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7. REVOLVING CREDIT FACILITIES AND TERM LOANS

The Company maintains an unsecured revolving credit facility with a syndicate of financial institutions for which JP Morgan serves as
the administrative agent (the “Unsecured Credit Facility”). In 2004, the Company increased the size of the facility to $1.0 billion. This
facility matures in May 2006. The Unsecured Credit Facility includes a competitive bid option for up to 50% of the facility amount that
allows banks that participate in the facility to bid to make loan advances to the Company at a reduced Eurodollar rate. Borrowings
under this facility bear interest at variable rates based on the prime rate or LIBOR plus a specified spread (0.8% at December 31, 2004).
The spread is dependent on the Company’s long-term senior unsecured debt rating from Standard and Poor’'s and Moody’'s Investors
Service. The Company is required to comply with certain covenants relating to total outstanding indebtedness, secured indebtedness,
net worth, maintenance of unencumbered real estate assets, debt service coverage and fixed charge coverage. The facility also provides
for a facility fee of 0.2% on the entire facility. The Unsecured Credit Facility is used to finance the acquisition and development of real
estate, to provide working capital and for general corporate purposes. At December 31, 2004 and 2003, total borrowings under this
facility aggregated $60.0 million and $171.0 million, respectively, with a weighted average interest rate of 3.0% and 1.9%, respectively.

The Company also maintains a $30 million secured revolving credit facility and a $25 million development construction facility
with National City Bank (together with the $1.0 billion Unsecured Credit Facility, the “Revolving Credit Facilities”). The $30 million
revolving credit facility matures in June 2006 and the $25 million development construction facility matures June 2005. The $30 million
revolving credit facility is collateralized by certain partnership investments and the $25 million development construction facility is
collateralized by the applicabie development project(s). The Company maintains the right to reduce the $30 million revolving credit
facility to $20 million and to convert the borrowings to an unsecured revolving credit facility. Borrowings under these facilities bear
interest at variable rates based on the prime rate or LIBOR plus a specified spread (0.8% at December 31, 2004). The spread is
dependent on the Company's long-term senior unsecured debt rating from Standard and Poor’s and Moody’s Investors Service. The
Company is required to comply with certain covenants relating to total outstanding indebtedness, secured indebtedness, net worth,
maintenance of unencumbered real estate assets, debt service coverage and fixed charge coverage. The $30 miliion revolving credit
facility also provides for commitment fees of 0.15% on the unused credit amount. At December 31, 2004, there were no borrowings
outstanding. At December 31, 2003, total borrowings under these facilities aggregated $35.5 million, with a weighted average interest
rate of 2.4%. ) :

In March 2003, in conjunction with the merger with JDN, the Company obtained a $300 million unsecured bridge facility for which
Bank of America and Wells Fargo Bank serve as agents (“Term Loan"). The proceeds from this facility were used to repay JDN's revolving
credit facility with an outsianding principal balance of $229 million at the time of the merger and JDN's $85 million MOPPRS debt and
related call option which matured on March 31, 2003. This facility bears interest at variable rates based on LIBOR plus a specified
spread (1.0% at December 31, 2004) depending on the Company’s long-term senior unsecured debt rating from Standard and Poor’s
and Moody's Investors Service. This facility is subject to the same covenants associated with the Unsecured Credit Facility discussed
above. The unsecured term loan has a maturity date of March 2005. At December 31, 2004 and 2003, $150 million and $300 million,
respectively was outstanding under this facility with an interest rate of 3.4% and 2.1%, respectively. In May 2004, in connection with
the financing related to the acquisition of assets from Benderson, the Company entered into a $200 million unsecured term loan with
JP Morgan and several other lenders (together with the $300 million Term Loan, the “Term Loans”). This facility has a maturity date
of May 2006 with two one-year extension options and bears interest at variable rates based on LIBOR plus a specified spread (0.75%
at December 31, 2004). The spread is dependent on the Company’s long-term senior unsecured debt rating from Standard and Poor’s
and Moody's Investors Service. This facility is subject to the same covenants associated with the Unsecured Credit Facility discussed
above. At December 31, 2004, $200 million was outstanding under this facility with an interest rate of 3.2%.

Total fees paid by the Company on its Revolving Credit Facilities and Term Loans in 2004, 2003 and 2002, aggregated approximately
$1.7 million, $1.4 million and $1.3 million, respectively. At December 31, 2004 and 2003, the Company was in compliance with all of
the financial and other covenant requirements.

8. FIXED RATE NOTES

The Company had outstanding unsecured notes of $1.2 billion and $839.0 million at December 31, 2004 and 2003, respectively.
Five of the notes were issued at a discount aggregating $5.1 million and $4.6 million at December 31, 2004 and 2003, respectively.
The effective interest rates of these notes range from 6.2% to 8.6% per annum.

In April 2004, the Company issued $250 million, 5.25% seven-year unsecured notes through a private placement. These notes are
due April 15, 2011 and were offered at a discount of 99.574%.

In January 2004, the Company issued $275 million of five-year -unsecured senior notes with a coupon rate of 3.875%. These notes
are due January 30, 2009 and were offered at a discount of 99.584%.

The above fixed rate notes have maturities ranging from November 2005 to July 2018. Interest rates ranged from approximately
3.875% to 7.5% (averaging 5.3% and 6.0% at December 31, 2004 and 2003, respectively). The notes issued prior to December 31, 2001
may not be redeemed by the Company prior to maturity and will not be subject to any sinking fund requirements. The notes issued
subsequent to 2001 and the notes assumed with the JDN merger, aggregating $920 million, may be redeemed based upon a yield
maintenance calculation. The fixed rate senior notes were issued pursuant to an indenture dated May 1, 1994, as amended, which
contains certain covenants including limitation on incurrence of debt, maintenance of unencumbered real estate assets and debt
service coverage. Interest is paid semi-annually in arrears.
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9. MORTGAGES PAYABLE AND SCHEDULED PRINCIPAL REPAYMENTS

At December 31, 2004, mortgages payable, coliateralized by investments and real estate with a net book value of approximately
$2.1 billion and related tenant leases, are generally due in monthly installments of principat and/or interest and mature at various
dates through 2025, Fixed rate debt obligations included in mortgages payable at December 31, 2004 and 2003, totaled approximately
$9598.3 million and $603.1 million, respectively. Fixed interest rates ranged from approximately 4.4% to 9.75% (averaging 6.8%

and 6.5% at December 31, 2004 and 2003, respectively). Variable rate debt obligations totaled approximately $129.3 million and
$154.5 million at December 31, 2004 and 2003, respectively. Interest rates on the variable rate debt averaged 3.7% and 2.6% at
December 31, 2004 and 2003, respectively.

Included in mortgage debt is $15.8 million and $7.3 million of tax exempt certificates with a weighted average fixed interest rate
of 7.0% and 7.1% at December 31, 2004 and 2003, respectively. As of December 31, 2004, the scheduled principal payments of the
Revolving Credit Facilities, Term Loans, fixed rate senior notes and mortgages payable (excluding the effect of the fair value hedge
which was $2.3 million at December 31, 2004) for the next five years and thereafter are as follows (in thousands):

Year Amount

2005 $ 241,173
2006 338,814
2007 287,326
2008 289,927
2009 375,695
Thereafter 1,183,491

$2,7186,426

Included in principal payments are $150 miltion in the year 2005 and $260 million in the year 2006, associated with the maturing
of the Term Loans and the Revolving Credit Facilities.

10. FINANCIAL INSTRUMENTS
The following methods and assumptions were used by the Company in estimating fair value disclosures of financial instruments:

Cash and cash equivalents, restricted cash, accounts receivable, accounts payable, accruals and other liabilities

The carrying amounts reported in the balance sheet for these financial instruments approximated fair value because of
their short term maturities. The carrying amount of straight-line rents receivable does not materially differ from its fair
market value.

Notes receivable and advances to affiliates The fair value is estimated by discounting the current rates at which management
believes similar loans would be made. The fair value of these notes was approximately $45.8 million and $46.4 million at
December 31, 2004 and 2003, respectively, as compared to the carrying amounts of $44.4 million and $45.4 million,
respectively. The carrying value of the TIF Bonds (Note 4) approximated its fair value at December 31, 2004 and 2003,
The fair value of loans to affiliates are not readily determinable and have been estimated by management.

Debt The carrying amounts of the Company’s borrowings under its Revolving Credit Facilities and Term Loans approximate
fair value because such borrowings are at variable rates and the spreads are typically adjusted to reflect changes in the
Company's credit rating. The fair value of the fixed rate senior notes is based on borrowings with a similar remaining maturity
based on the Company's estimated interest rate spread over the applicable treasury rate. Fair value of the mortgages
payable is estimated using a discounted cash flow analysis, based on the Company’'s incremental horrowing rates for similar
types of borrowing arrangements with the same remaining maturities.

Considerable judgment is necessary to develop estimated fair values of financial instruments. Accordingly, the
estimates presented herein are not necessarily indicative of the amounts the Company could realize on disposition of
the financial instruments. :

Financial instruments at December 31, 2004 and 2003, with carrying values that are different than estimated fair
values are summarized as follows (in thousands):

2004 2003
Carrying Fair Carrying Fair
Amount Value Amount Value
Senior notes $1,220,143 $1,235,684 $ 838,996 $ 871,238
Term loans 350,000 350,000 300,000 300,000
Mortgages payable 1,088,547 1,130,575 757,635 793,737

$2,658,690 $2,716,259 $1,896,631 $1,964,973
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Accounting Policy for Derivative and Hedging Activities All derivatives are recognized on the balance sheet at their fair
value. On the date that the Company enters into a derivative, it designates the derivative as a hedge against the variability
of cash flows that are to be paid in connection with a recognized liability or forecasted transaction. Subsequent changes

in the fair value of a derivative designated as a cash flow hedge that is determined to be highly effective is recorded in
other comprehensive income (loss), until earnings are affected by the variability of cash flows of the hedged transaction.
Any hedge ineffectiveness is reported in current earnings.

From time to time, the Company enters into interest rate swaps to convert certain fixed rate debt obligations to a
floating rate (a “fair value hedge”). This is consistent with the Company’s overall interest rate risk management strategy
to maintain an appropriate balance of fixed rate and variable rate borrowings. Changes in the fair value of derivatives that
are highly effective and which are designated and qualify as a fair value hedge, along with changes in the fair value of the
hedged liability that are attributable to the hedged risk, are recorded in current-period earnings. If hedge accounting is
discontinued due to the Company’s determination that the relationship no longer qualified as an effective fair value hedge,
the Company will continue to carry the derivative on the balance sheet at its fair value but cease to adjust the hedged
liability for changes in fair value.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its
risk-management objective and strategy for undertaking various hedge transactions. The Company formally assesses (both
at the hedge's inception and on an ongoing basis) whether the derivatives that are used in hedging transactions have been
highly effective in offsetting changes in the cash flows of the hedged items and whether those derivatives may be expected
to remain highly effective in future periods. Should it be determined that a derivative is not (or has ceased to be) highly
effective as a hedge, the Company will discontinue hedge accounting on a prospective basis.

Risk Management The Company purchased interest rate swaps to minimize significant unplanned fluctuations in earnings
that are caused by interest rate volatility or in the case of a fair value hedge to take advantage of expected lower variable
rates. The Company does not typically utilize these arrangements for trading or speculative purposes. The principal risk to
the Company through its interest rate hedging strategy is the potential inability of the financial institutions, from which the
interest rate swaps were purchased, to cover all of their obligations. To mitigate this exposure, the Company purchases its
interest rate swaps from major financial institutions.

Cash Fiow and Fair Value Hedges [n June 2003, the Company entered into a $30 million interest rate swap for a two-year
term effectively converting floating rate debt of a secured construction loan into fixed rate debt with an effective interest
rate of 2.8%. In January 2003, the Company entered into two interest rate swaps, $50 million for a 1.5-year term and
$50 miltion for a two-year term, effectively converting floating rate debt under the Unsecured Credit Facility into fixed
rate debt with an effective weighted average interest rate of 2.7%. In March 2002, the Company entered into an interest
rate swap agreement, with a notional amount of $60 million for a five-year term, effectively converting a portion of the
outstanding fixed rate debt under a fixed rate senior note to a variable rate of six month LIBOR.

As of December 31, 2004 and 2003, the aggregate fair value and recorded ineffectiveness of its derivatives was
immaterial. The Company expects that within the next twelve months it will reflect as a benefit to earnings $0.2 million
of the amount recorded in accumulated other comprehensive gain. The fair value of its derivatives is based upon the
estimated amounts the Company would receive or pay to terminate the contract at the reporting date and is determined
using interest rate market pricing models.

Joint Venture Derivative Instruments One of the Company’s joint ventures entered into a fixed rate interest swap, which
carries a notional amount of $59.1 million, and converted variable rate debt to a fixed rate of 6.2%. As the joint venture
has not elected hedge accounting for this derivative, it is marked to market with the adjustments flowing through its
income statement. In April 2004, the MDT Joint Venture entered into a $20 million interest rate swap for a five-year term
effectively converting a portion of the variable rate mortgage debt to a fixed rate of 4.8%.

In May 2003, one of the Company's joint ventures entered into a $55 million interest rate swap for a four-year term
effectively converting a portion of the variable rate mortgage debt to a fixed rate.

At December 31, 2004 and 2003, certain of the Company's joint ventures had interest rate swaps aggregating
$75 million and $93 million, respectively, converting a portion of the variable rate mortgage debt to a weighted average fixed
rate of approximately 5.5% and 5.6%, respectively. The aggregate fair value of these instruments at December 31, 2004
and 2003 was not material.




11. COMMITMENTS AND CONTINGENCIES

Leases The Company is engaged in the operation of shopping centers, which are either owned or, with respect to certain
shopping centers, operated under long-term ground leases, which expire at various dates through 2070, with renewal
options. Space in the shopping centers is leased to tenants pursuant to agreements which provide for terms ranging generally
from one month to 30 years and, in some cases, for annual rentais which are subject to upward adjustments based on
operating expense levels, sales volume or contractual increases as defined in the lease agreements.

The scheduled future minimum revenues from rental properties under the terms of all non-cancelable tenant leases,
assuming no new or renegotiated leases or option extensions for such premises, for the subsequent five years ending
December 31, are as follows for continuing operations (in thousands):

Year Amount
2005 $ 449,881
2006 418,118
2007 382,737
2008 347,350
2009 308,329
Thereafter 1,757,637
$3,664,052

Scheduled minimum rental payments under the terms of all non-cancelable operating leases in which the Company is
the lessee, principally for office space and ground leases, for the subsequent five years ending December 31, are as follows
(in thousands):

Year Amount
2005 $ 4,463
2006 4,074
2007 3,907
2008 3,823
2009 3,719
Thereafter 182,299

$202,355

There were no material capital leases in which the Company was the lessee or lessor at December 31, 2004 or 2003.

Commitments and Guarantees In conjunction with the development and expansion of various shopping centers, the
Company has entered into agreements with general contractors for the construction of the shopping centers aggregating
approximately $84.6 million as of December 31, 2004.

As discussed in Note 2, the Company and certain equity affiliates entered into several joint ventures with various third
party developers. In conjunction with certain joint venture agreements, the Company and/or its equity affiliate has agreed
to fund the required capitat associated with approved development projects, comprised principally of outstanding construction
contracts, aggregating approximately $18.7 million as of December 31, 2004. The Company and/or its equity affiliate is
entitled to receive a priority return on capital advances at rates ranging from 10.5% to 12.0%.

In November 2003, the Company entered into an agreement with DRA Advisors, its partner in the Community Centers
contributed to the MDT Joint Venture, to pay a $0.8 million annual consulting fee for 10 years for ongoing services
rendered relating to the assessment of financing and strategic investment alternatives.

in connection with the sale of one of the properties to the MDT Joint Venture, the Company deferred the recognition
of approximately $3.6 million and $3.7 million at December 31, 2004 and 2003, respectively, of the gain on sale of real
estate related to a shortfall agreement guarantee maintained by the Company. The MDT Joint Venture is obligated to fund

' any shortfall amount that is caused by the failure of the landlord or tenant to pay taxes when due and payable on the
shopping center. The Company is obligated to pay any shortfall to the extent that it is not caused by the failure of the
landlord or tenant to pay taxes when due and payable on the shopping center. No shortfall payments have been made on
this property since the completion of construction in 1997.

The Company entered into master lease agreements with the MDT Joint Venture in 2003 and 2004 with the transfer
of properties to the joint venture which has been recorded as a liability and reduction of its gain. The Company is responsible
for the monthly base rent, all operating and maintenance expenses and certain tenant improvements and leasing commissions
for units not yet leased at closing for a three-year period. At December 31, 2004 and 2003, the Company’s obligation,
included in accounts payable and other expenses, totaled approximately $7.2 million and $1.9 miilion, respectively.
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In connection with the KLA/SM joint venture, the Company agreed to guarantee the payment of rents for various
affiliates of the KLA/SM joint venture in the aggregate amount of $3.3 million over a three-year period, which commenced
August 2002. The Company has not recorded a liability for the guarantee as the subtenants of the KLA/SM affiliates
are paying rent as due. The Company has recourse against the other parties in the partnership in the event of default.

No assets of the Company are currently held as collateral to pay this guarantee.

Related to its investment in a joint venture in which the Company has a 50% equity investment, the Company has
issued a letter of credit in the amount of $1.6 million to guarantee the payment of rent by a specific tenant pursuant to
a debt financing requirement. This letter of credit commenced in March 2000, and matures in March 2005. The Company
does not have a liability recorded as of December 31, 2004 related to this guarantee as the tenant is paying rent as due.
The Company has recourse against the other party in the partnership in the event of default. No assets of the Company
are currently held as collateral to pay this guarantee.

In the event of any loss or the reduction in the historic tax credit allocated or to be allocated to a joint venture partner
in connection with a historic commercial parcel acquired in 2002, the Company guaranteed payment in the maximum amount
of $0.7 million to the other joint venture partner. The Company has a liability recorded as of December 31, 2004 related to
this guarantee. The Company does not have recourse against any other party in the event of default. No assets of the
Company are currently held as collateral to pay this guarantee.

The Company entered into master lease agreements with the DDR Markaz Il joint venture in October 2004 in connection
with the transfer of properties to the joint venture at closing. The Company is responsible for the monthly base rent, all
operating and maintenance expenses and certain tenant improvements and leasing commissions for units not yet leased
at closing for a three-year period. At December 31, 2004, the Company’s master lease obligation, included in accounts
payable and other expenses, totaled $4.4 million.

Related to one of the Company's developments in Long Beach, California, the Company guaranteed the payment of
any special taxes levied on the property within the City of Long Beach Community Facilities District No. 6 and attributable
to the payment of debt service on the bonds for periods prior to the completion of certain improvements related to this
project. In addition, an affiliate of the Company has agreed to make an annual payment of approximately $0.6 million to
defray a portion of the operating expenses of the parking garage through the earlier of October 2032 or until the City’s
parking garage bonds are repaid. There are no assets held as collateral or liabilities recorded related to these obligations.

The Company continuously monitors its obligations and commitments. There have been no other material items entered
into by the Company since December 31, 2003 through December 31, 2004 other than as described above.

Legal Matters In January 2004, the appellate court denied the Company’s appeal of a judgment in the amount of $8.0 million,
plus interest and attorneys’' fees, against the Company and two other defendants, in connection with a verdict reached in
a civil trial involving a claim filed by Regal Cinemas relating to a property owned by the Company. After consultation with
legal counsel, the Company determined that it would not appeal the appellate court’s ruling. The Company accrued a liability
of $9.2 million, representing the judgment pius accrued interest and legal costs, at December 31, 2003. in 2004, the
Company paid $8.9 million, representing the amount of the judgment, accrued interest and amounts due for the attorneys’
fees. Based on the obligations assumed by the Company in connection with the acquisition of the property and the Company’s
policy to indemnify officers and employees for actions taken during the course of company business, the judgment was not
apportioned among the defendants (Note 15).

In addition to the judgment discussed above, the Company and its subsidiaries are also subject to other legal proceedings.
All such proceedings, taken together, are not expected to have a material adverse effect on the Company. The Company is
also subject to a variety of legal actions for personal injury or property damage arising in the ordinary course of its
business, most of which are covered by liability insurance. While the resolution of all matters cannot be predicted with
certainty, management believes that the final outcome of such legal proceedings and claims will not have a material
adverse effect on the Company's liguidity, financial position or results of operations.

12. MINORITY EQUITY INTERESTS, PREFERRED OPERATING PARTNERSHIP MINORITY INTERESTS, OPERATING PARTNERSHIP MINORITY
INTERESTS, PREFERRED SHARES AND COMMON SHARES

82

-Minority Equity Interests The Company owns a controlling ownership interest in a shopping center and development parcels

in Utah and Round Rock, Texas, a shopping center in Missouri assumed in connection with the JDN merger and a business
center in Boston, Massachusetts. In July 2002, the Company acquired a controlling ownership interest (99.79%) in five
shopping centers located in Forth Worth, Texas; Dallas, Texas; Columbia, South Carolina; Birmingham, Alabama and
Wichita, Kansas and in December 2004, the Company purchased the remaining minority interest (Note 15). In December
2003, the Company purchased the remaining 5% interest in a management service company (Notes 2 and 15) and accordingly
consolidated the ownership in a 83.75% joint venture interest in RVIP | which owns, as of December 31, 2004, one retail site
formerly occupied by Best Products and a 79% interest in Coventry. The minority partners’ equity interest in these partnerships
aggregated $23.7 million and $24.5 million at December 31, 2004 and 2003, respectively.




Preferred Operating Partnership Minority Interests The Company held, through a consolidated partnership, a $75 million
and $105 million private placement of 8.875% and 9.0%, cumulative perpetua! preferred “down-REIT" preferred partnership
units, respectively, {(“Preferred OP Units”) with an institutional investor. In March 2003, these Preferred OP Units were
redeemed for $175 million. The difference between the carrying amount of the Preferred OP Units of $175 million and the
stated liquidation (i.e., redemption) amount of $180 million was recorded as a charge to net income applicable to common
shareholders. This $5.0 million charge reiated to the recording of the original issuance costs associated with the Preferred

OP Units.

Operating Partnership Minority Interests At December 31, 2004 and 2003, the Company had 1,349,822 and 1,128,692
OP Units outstanding, respectively. These OP Units are exchangeable, under certain circumstances and at the option of the
Company, into an equivalent number of the Company’s common shares or for the equivalent amount of cash. The OP Unit
holders are entitled to receive distributions, per OP Unit, generally equal to the per share distributions on the Company’s

common shares.

in 2004, the Company issued 505,435 OP Units in conjunction with the purchase of assets from Benderson. In 2003,
in conjunction with the JDN merger, the Company issued 72,279 OP Units of its consolidated partnership in exchange for
OP Units of JDN. The exchange rate of 0.518 per share was utilized in accordance with the merger agreement. In addition,

the Company issued 145,196 OP Units in conjunction with the acquisition of a shopping center.

In 2004, the Company exchanged 284,304 OP Units for common shares of the Company. These transactions were

treated as a purchase of minority interest.

Preferred Shares The Company’s preferred shares outstanding at December 31 are as follows (in thousands):

2004

2003

Class F ~ 8.60% cumulative redeemable preferred shares, without par value,

$250 liquidation value; 750,000 shares authorized; 600,000 shares issued

and outstanding at December 31, 2004 and 2003 $150,000
Class G -~ 8.0% cumulative redeemable preferred shares, without par value,

$250 liquidation value; 750,000 shares authorized; 720,000 shares issued

and outstanding at December 31, 2004 and 2003 180,000
Class H - 7.375% cumulative redeemable preferred shares, without par value,

$500 liquidation value; 410,000 shares authorized; 410,000 shares issued and

outstanding at December 31, 2004 and 2003 ’ 205,000
Class | -~ 7.5% cumulative redeemable preferred shares, without par value,

$500 liquidation value; 360,000 shares authorized; 360,000 shares issued

and outstanding at December 31, 2004 ‘ 170,000

$150,000

180,000

205,000

$705,000

$535,000

Preferred share issuances over the three-year period ended December 31, 2004 are as follows:

Liquidation Net

Issuance Amount Dividend Proceeds
Issuance Date (millions) Rate (millions)
Preferred | May 2004 $170.0 7.5% $164.2
Preferred H'® July 2003 $205.0 7.375% $197.9
Preferred V@ March 2003 $ 50.0 9.375% $ 50.0
Preferred G March 2003 $180.0 8.0% $173.6
Preferred F* March 2002 $150.0 8.60% $144.6

(1) Proceeds from this offering were used to redeem all of the outstanding 8.375% Preferred C Oepositary shares, 8.68% Preferred D Depositary
Shares and 9.375% Preferred V shares for cash, aggregating approximately $204.0 million, The original issuance costs of the Class C and
Class D shares aggregating $5.7 million was recorded as a charge 10 net income applicable to common shareholders upon redemption.

{2) Issued in conjunction with the JON merger and redeemed in September 2003. See (1) above.

(3) Proceeds used to redeem the $180 million Preferred Units (discussed above).

(4) Proceeds used to redeem all of the outstanding 9.5% Preferred A Depositary shares and 8.44% Preferred B Depositary Shares for cash,
aggregating approximately $149.8 million. See discussion of Topic 0-42 in Note 1 retating to the prior year restatement of the Class A and
Class B redemption.

The Class F and G depositary shares represent 1/10 of a share of their respective preferred class of shares and have
a stated value of $250 per share and the Class H and | depositary shares represent 1/20 of a share of a preferred share
and have a stated value of $500 per share. The Class F, Class G, Class H and Class | depositary shares are not redeemable
by the Company prior to March 27, 2007; March 28, 2008; July 28, 2008 and May 7, 2009, respectively, except in certain

circumstances relating to the preservation of the Company’s status as a REIT.

83




The Company's authorized preferred shares consist of the following:

¢ 750,000 Class A Cumulative Redeemable Preferred Shares, without par value
s 750,000 Class B Cumulative Redeemable Preferred Shares, without par value
e 750,000 Class C Cumulative Redeemable Preferred Shares, without par value
s 750,000 Class D Cumulative Redeemable Preferred Shares, without par value
e 750,000 Class E Cumulative Redeemable Preferred Shares, without par value
e 750,000 Class F Cumulative Redeemable Preferred Shares, without par value
e 750,000 Class G Cumulative Redeemable Preferred Shares, without par value
¢ 750,000 Class H Cumulative Redeemable Preferred Shares, without par value
* 750,000 Class | Cumulative Redeemable Preferred Shares, without par value
e 750,000 Class J Cumulative Redeemable Preferred Shares, without par value
* 750,000 Class K Cumulative Redeemable Preferred Shares, without par value
e 750,000 Non Cumulative preferred shares, without par value

Common Shares The Company's common shares have a $0.10 per share stated value.
Common share issuances over the three-year period ended December 31, 2004 are as follows:

Shares Net Proceeds
Issuance Date (miliions) {millions)
December 2004 5.45 $246
May 2004 15.00 $491
March 2003 18.00 -
February 2002 1.70 $33.1
February 2002 2.50 ~ 2

(1) Issued in conjunction with the JDN merger.

{2) Issued in conjunction with the two shopping center properties.
Common Shares in Treasury and Deferred Obligation In 2004 and 2003, certain officers and a director of the Company
completed a stock for stock option exercise and received approximately 1.0 million and 1.2 million common shares,
respectively, in exchange for 0.6 million and 0.7 million common shares of the Company. In 2003, the receipt of approximately
0.4 million of these common shares were deferred pursuant to a deferral plan. [n addition, vesting of restricted stock grants
approximating 0.1 miilion and 45,000 shares in 2004 and 2003, respectively, of common stock of the Company were
deferred.

The shares associated with the option exercises and restricted stock vesting were deferred into the Developers Diversified
Realty Corporation Elective Deferred Compensation Plan, a non-qualified compensation plan. In connection with shares
deferred, the Company recorded $1.9 million and $8.3 million in shareholders’ equity as deferred obligations in 2004 and
2003, respectively.

13. OTHER INCOME

Other income from continuing operations was comprised of the following (in thousands):

For the year ended December 31,

2004 2003 2002

Lease terminations and bankruptcy
settlements $10,096 $6,896 $3,403
Acquisitions and financing fees 2,997 3,511 118
Settlement of call option - 2,400 -
Sale of option rights - 796 2,254
Other, net 272 366 579

$13,365 $13,969  $6,354
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14. DISPOSITION OF REAL ESTATE AND REAL ESTATE INVESTMENTS AND DISCONTINUED OPERATIONS

Discontinued Operations During the year ended December 31, 2004, the Company sold 36 properties, which were classified
as discontinued operations for the years ended December 31, 2004, 2003 and 2002 aggregating 2.1 million square feet,
The Company did not have any properties considered as held for sale at December 31, 2004 or 2003. 29 of these properties
had been previously included in the shopping center segment and seven of these centers had been previously included in
the business center segment (Note 19). The operations of these properties have been reflected on a comparative basis
as discontinued operations in the consolidated financial statements for each of the three years ended December 31, 2004,
included herein.

The operating results relating to assets sold or held for sale after December 31, 2001 are as follows {in thousands):

For the year ended December 31,

2004 2003 2002
Revenues $ 6,314 $8,769 $9,190
Expenses: ‘
QOperating 2,132 2,555 2,571
Impairment charge 586 2,640 4,730
Interest, net 788 1,284 1,453
Depreciation 1,070 2,064 2,213
Minority interests 4 - -
4,580 8,543 10,967
Income (loss) from discontinued operations 1,734 226 (1,777)
Gain on sale of real estate 8,561 460 4,276

$10,295 $ 686 $2,493

During 2004, the Company recorded a net gain on the sale of 15 assets of $8.6 million. In the third quarter of 2004,
the Company recorded an impairment charge of $0.6 million relating to the sale of a business center property and was
reclassified into discontinued operations (see tabie above) due to the sale of the property in the fourth quarter of 2004,

During 2003, the Company recorded a net gain on the sale of 13 assets of $0.5 million. In the second quarter of 2003,
the Company recorded an impairment charge of $2.6 million relating to the sale of two assets. This impairment charge was
reclassified into discontinued operations (see table above) due to the sale of one of the assets in the third quarter of 2003
and the sale of the second asset in the first quarter of 2004. There was no gain or loss recognized upon the final sale of
these assets.

During 2002, the Company recorded a net gain on the sale of 8 assets of $4.3 million. In the second quarter of 2002,
the Company received an unsolicited offer and entered into a contract to sell a wholly-owned shopping center located in
Orlando, Florida and recorded a related impairment charge of approximately $4.7 million which was reclassified into
discontinued operations upon the sale of the property in the fourth quarter of 2002.

Disposition of Real Estate and Real Estate Investments During 2004, the Company recarded gains on disposition of real
estate and real estate investments of approximately $84.6 million. The gain relates to the transfer of 11 assets to an
effectively 14.5% owned joint venture which aggregated $65.4 million, 13 assets to a 20% owned joint venture which
aggregated $2.5 million and 12 assets to a 10% owned joint venture which aggregated $4.2 million and are not classified
as discontinued operations due to the Company’s continuing involvement due to its retained ownership interest and
management control. in addition, land sales, which did not meet the discontinued operations disclosure requirement,
aggregated $14.3 million of gains in 2004 and an additional $0.8 miliion reiating to the release of obligations for assets
sold in 2003. These gains were primarily offset by a loss on sale of non-core assets of approximately $2.6 million, which
could be recovered through an earnout arrangement with the buyer over the next several years.

During 2003, the Company recorded gains on disposition of real estate and real estate investments of approximately
$73.9 million. This gain relates in part to the transfer of seven shopping center assets to a 20% owned joint venture, which
aggregated $25.8 million. Also included in this gain is the transfer of four shopping centers to a joint venture in which the
Company effectively owns a 14.5% interest, which aggregated $41.3 million. Additionally, the Company recorded approximately
$6.8 million relating to the sale of land, which did not meet the discontinued operations disclosure requirement.

During 2002, the Company recorded gains on disposition of real estate and real estate investments aggregating
approximately $3.4 miilion. This gain relates in part to the transfer of a 90% interest in a shopping center property located
in Kildeer, illinois, which resulted in a gain of $2.5 million and also land sales, which did not meet the discontinued
operations disclosure requirement, resulting in an aggregate gain of $0.9 million.
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15. TRANSACTIONS WITH RELATED PARTIES

As discussed in Note 13, the 0.21% minority interest in the five shopping centers acquired in 2002 was owned by the employees of an
equity affiliate in which the Company effectively owns a 79% interest. The Company acquired this minority interest in December 2004
for approximately $2.6 miltion.

As discussed in Note 2, the Company entered into the KLA/SM joint venture in March 2002 with Lubert-Adler Funds, which is
owned in part by a Director of the Company.

As discussed in Note 2, the Company entered into a joint venture with Lubert-Adler Funds, which is owned in part by a Director
of the Company, which was sold in connection with the MDT Joint Venture in November 2003. In September 1999, the Company transferred
its interest in a shopping center under development in Coon Rapids, Minnesota, a suburb of Minneapolis, to a joint venture in which
the Company retained a 25% economic interest. The remaining 75% economic interest was held by private equity funds {“Funds”)
controlled by a Director of the Company. This Director holds a 0.5% economic interest in the Funds. The Company had a management
agreement and performed certain administrative functions for the joint venture pursuant to which the Company earned management,
leasing and development fees of $1.4 million, $0.6 million and $1.3 million in 2004, 2003 and 2002, respectively. The Company earned
interest income of $1.2 million in 2004. In addition, in 2002 the Company recognized a gain of approximately $0.4 million, respectively,
refated to the sale of real estate to the joint venture for that portion not owned by the Company, determined utilizing the percentage
of completion method.

In December 2003, the Company purchased the Company’s Chairman of the Board of Directors and Chief Executive Officer's
5% economic interest in its management service company for approximately $0.1 million, which represented the book value of the
minority interest account. This entity was historically accounted for on the equity method of accounting. Upon acquisition of this
interest, this entity was fully consolidated. These entities were originally structured in this format in order to meet certain REIT
qualification requirements.

In 1995, the Company entered into a lease for office space owned by the mother of the Chief Executive Officer of the Company
("CEQ"). General and administrative rental expense associated with this office space aggregated $0.5 million, $0.6 million and
$0.6 million for each of the years ended December 31, 2004, 2003 and 2002, respectively. The Company utilizes a conference center
owned by the trust of B. Wolstein, deceased founder of the Company, one of its principal shareholders, for Company sponsored events
and meetings. The Company paid $0.1 million, in 2003 and 2002, for the use of this facility.

As discussed in Note 11, the Company assumed the liability for the Regal Cinemas judgment. The other defendants included a
former executive of the Company and a real estate development partnership owned by this individual and the former Chairman of the
Board, who was also a principal shareholder and a former director of the Company.

The Company was aiso a party to a lawsuit that involved various claims against the Company relating to certain management
related services provided by the Company. The owner of the properties had entered into a management agreement with two entities
(“Related Entities”) controlled by one of its principal shareholders and a former director of the Company, to provide management
services. The Company agreed 1o perform those services on behalf of the Related Entities and the fees paid by the owner of the
properties were paid to the Company. One of the services to be provided by the Company was to obtain and maintain casualty
insurance for the owner's properties. A loss was incurred at one of the owner's properties and the insurance company denied coverage.
The Company filed a lawsuit against the insurance company. Separately, the Company entered into a settlement pursuant to which the
Company paid $750,000 to the owner of the properties in 2004, and agreed to indemnify the Related Entities for any loss or damage
incurred by either of the Related Entities if it were judicially determined that the owner of the property is not entitled to receive
insurance proceeds under a policy obtained and maintained by the Company.

In connection with the settlement, the Chairman of the Board of Directors and CEOQ entered into a joint venture with the principal of
the owner of the properties, and the Company entered into a management agreement with the joint venture effective February 1, 2004.
The CEO holds an ownership interest of approximately 25.0% in the joint venture. The Company provides management and administrative
services and receives fees equal to 3.0% of the gross income of each property for which services are provided, but not less than $5,000
per year from each such property, of which an aggregate of $0.1 million was earned in 2004. The management agreement expires on
February 28, 2007, unless terminated earlier at any time by the joint venture upon 30 days' notice to the Company or by the Company
upon 60 days’ notice ta the joint venture.

The Company maintained certain management agreements with various partnership entities owned in part by one of its principle
shareholders, in which management fee and leasing fee income of $0.1 million was earned in 2003 and 2002. Transactions with the
Company’s equity affiliaies have been described.in Note 2.
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16. BENEFIT PLANS

Stock Option and Other Equity-Based Plans The Company’s stock option and equity-based award plans provide for the grant,
to employees of the Company, the following: Incentive and non-qualified stock options to purchase common shares of the
Company, rights to receive the appreciation in value of common shares, awards of common shares subject to restrictions

on transfer, awards of common shares issuable in the future upon satisfaction of certain conditions and rights to purchase
common shares and other awards based on common shares. Under the terms of the award plans, awards available for grant
approximated 3.3 million at December 31, 2004, Options may be granted at per share prices not less than fair market value
at the date of grant, and in the case of incentive options, must be exercisable within ten years thereof (or, with respect

to options granted to certain shareholders, within five years thereof). Options granted under the pians generally become
exercisable one year after the date of grant as to one-third of the optioned shares, with the remaining options being
exercisable over the following two-year period.

in 2004, the Company's shareholders approved the 2004 Equity-Based Award Plan, which altows for the grant of up
to 2.5 million common shares. In 2002, the shareholders approved the 2002 Equity-Based Award Plan, which allows for the
grant of up to 3.3 million common shares.

In 1997, the Board of Directors approved the issuance of 0.2 million stock options to the Company’s CEQ, which
vested immediately upon issuance. In addition, 0.7 million of these options, all of which were exercised in 2003, in a stock
for stock option exercise (Note 12), were issued outside of a plan.

The Company granted options to its directors. Such options were granted at the fair market value on the date of grant.
Options granted generally become exercisable one year after the date of grant as to one-third of the optioned shares, with
the remaining options being exercisable over the following two-year period.

The following table reflects the stock option activity described above (in thousands):

Number of Options Welghted-Average

Executive Exercise Fair

Employees Directors Officer Price Value
Balance December 31, 2001 3,983 164 700 16.50

Granted 900 20 - 20.38 $2.07
Exercised (1,132) (20) - 15.53
Canceled (73) (5) - 18.02
Balance December 31, 2002 3,678 159 700 17.51

Granted 892 - - 23.52 $2.23
Exercised (1,709) (34) {(700) 16.13
Canceled (76) - - 18.71
Balance December 31, 2003 2,785 125 - $20.48

Granted : 665 - - 36.40 $3.40
Exercised (1,402) (37) - 20.086
Canceled (72) - - 26.92
Balance December 31, 2004 1,976 88 - $25.66

The following table summarizes the characteristics of the options outstanding at December 31, 2004 (in thousands):

Options Qutstanding Options Exerclsable

Welghted-Average Weighted- Welghted

Range of Outstanding Remalning Average Exercisable Average
Exercise as of Contractual Exercise as of Exerclse
Prices 12/31/04 Life Price 12/31/04 Price
$11.50 - $16.00 194 5.4 $13.20 194 $13.20
$16.01 - $20.00 405 6.2 19.54 185 19.12
$20.01 - $28.50 770 7.7 22.83 223 22.38
$28.51 ~ $37.00 679 9.1 35.72 12 29.19
$37.01 - $45.50 16 9.8 40.95 - -
2,064 7.7 $25.66 614 $18.63
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As of December 31, 2004, 2003 and 2002, 0.6 million, 1.3 million and 3.1 million, respectively, were exercisable.

The weighted average exercise prices of these exercisable options were $18.63, $19.33 and $17.47 at December 31, 2004,
2003 and 2002, respectively.

in 2000, the Board of Directors approved a grant of 30,000 Performance Units to the Company’s CEO. Pursuant to the
provisions of the plan, the 30,000 Performance Units granted were converted on December 31, 2004 to common share
equivalents of 200,000 common shares based on the annualized total shareholders' return for the five-year period ended
December 31, 2004. These shares will vest over the following five-year period. In 2002, the Board of Directors approved
grants aggregating 70,000 Performance Units to the Company’s Chief Executive Officer, President and Executive Vice
President. The 70,000 Performance Units granted in 2002 will be converted to common share equivalents ranging from
70,000 to 466,666 Common Shares based on the annualized total shareholders’ return for the five-year period ending
December 31, 2006. In 2002, 2003 and 2004, the Board of Directors approved a grant of 120,508; 103,139 and 105,974
restricted shares of common stock, respectively, to several executives and outside directors of the Company. The restricted
stock grants vest in equal annua! amounts over a five-year period for the Company’s executives and over a three-year period
for the outside directors of the Company. These grants have a weighted average fair value at the date of grant ranging from
$13.333 to $36.32, which was equal to the market value of the Company's stock at the date of grant. During 2004, 2003
and 2002, approximately $6.3 million, $5.0 million and $2.2 million, respectively, was charged to expense associated with
awards under the equity-based award plans relating to restricted stock and Performance Units.

The Company applies APB 25, “Accounting for Stock Issued to Employees” in accounting for its plans. Accordingly,
the Company does not recognize compensation cost for stock options when the option exercise price equals or exceeds
the market value on the date of the grant. Assuming application of the fair value method pursuant to SFAS 123, the
compensation cost, which is required to be charged against income for all of the above menticned plans, was $5.1 million,
$5.2 million and $2.5 million for 2004, 2003 and 2002, respectively. The amounts charged to expense are presented in
the aforementioned paragraph. See Note 1 for pro forma presentation.

For purposes of the pro forma presentation, the fair value of each option grant was estimated on the date of grant
using the Black-Scholes options pricing model using the following assumptions:

For the year ended December 31,

2004 2003 2002
Risk free interest rate (range) 2.2% - 3.3% 1.8% - 3.1% 2.6% - 5.4%
Dividend yield {range) 4.5% - 5.8% 5.5% - 7.5% 6.6% — 8.0%
Expected life (range) 3 -5yrs. 4 - 6 yrs. 4 - 8 yrs.

Expected volatility (range) 19.9% - 22.7% 22.9% - 24.6% 21.4% - 26.1%

401(k) Plan The Company has a 401(k) defined contribution plan covering substantially all of the officers and employees
of the Company, which permits participants to defer up to a maximum of 15% of their compensation. In 2004 and 2003,
the Company matched the participant’s contribution in an amount equat to 50% of the participant’s elective deferral for the
plan yvear up to a maximum of 6% of a participant’s annual compensation. In 2002, the Company matched the first 3% of
the participant’s contributions at an amount equal to 50% of the participant’s elective deferrals and the second 3% of the
participant’s contributions at an amount equal to 25% of the participants’ elective deferrals for the plan year. The Company’s
plan ailows for the Company to also make additional discretionary contributions. No discretionary contributions have been
made. Employees’ contributions are fully vested and the Company's matching contributions vest 20% per year. Once an
employee has been with the Company five years, all matching contributions are fully vested. The Company funds all matching
contributions with cash. The Company’s contributions for the plan year ended December 31, 2004, 2003 and 2002 were
$0.5 million, $0.4 million and $0.2 million, respectively. The 401(k) plan is fully funded at December 31, 2004.

Elective Deferred Compensation Plan The Company has a non-qualified elective deferred compensation plan for certain key
executives which permits eligible employees to defer up to 100% of their compensation. In 2004 and 2003, the Company
matched the participants contribution in an amount equal to 50% of the participants elective deferral for the plan year

up to a maximum of 6% of a participants annual compensation after deducting contributions, if any, made in conjunction
with the Company’s 401(k) plan. In 2002, the Company matched the first 3% of the participant’'s contribution at an amount
equal to 50% of the participant’s elective deferrals and the second 3% of the participant's contributions at an amount equal
to 25% of the participant’s elective deferral for the plan year. Deferred compensation related to an employee contribution is
charged to expense and is fully vested. Deferred compensation related to the Company’s matching contribution is charged
to expense and vests 20% per year. Once an employee has been with the Company five years, all matching contributions
are fully vested. The Company's contribution for each of the three years ended December 31, 2004, 2003 and 2002 was
$0.1 million. At December 31, 2004, 2003 and 2002, deferred compensation under this plan aggregated approximately
$8.7 million, $6.0 million and $1.5 million, respectively. The plan is fully funded at December 31, 2004.




Equity Deferred Compensation Plan In 2003, the Company established the Developers Diversified Realty Corporation Equity
Deferred Compensation Plan, a non-qualified compensation plan, for certain key executives and directors of the Company
to allow for the deferral of receipt of common stock of the Company with respect to eligible equity awards. See Note 12
regarding the deferral of stock to this plan. At December 31, 2004 and 2003, there were 0.6 million and 0.5 million common
shares of the Company in the plan valued at $24.6 and $15.6 million, respectively. The Plan is fully funded at

December 31, 2004,

Other Compensation During 2004, 2003 and 2002, the Company recorded a $0.8 million, $0.9 million and $2.0 million
charge, respectively as additional compensation to the Company's Chairman of the Board of Directors and CEO, relating to
an incentive compensation agreement associated with the Company's investment in the Retail Value Fund Program. Pursuant
to this agreement the Company’s Chairman and Chief Executive Officer is entitled to receive up to 25% of the distributions

made by Coventry (Note 2), provided the Company achieves certain performance thresholds in relation to Funds From

Operations growth and/or total shareholder return.

17. EARNINGS AND DIVIDENDS PER SHARE

Earnings Per Share (“EPS”) have been computed pursuant to the provisions of SFAS No. 128.
The foliowing table provides a reconciliation of both income from continuing operations and the number of common shares used
in the computations of “basic” EPS, which utilizes the weighted average of common shares outstanding without regard to dilutive

potential common shares, and “diluted” EPS, which inctudes all such shares.

For the year ended December 31,

(In thousands, except per share amounts) As adjusted

2004 2003 2002

income from continuing operations
Add: Gain on disposition of real estate and real estate investments
Less: Preferred stock dividends

Write-off of original issuance costs associated with preferred operating partnership

units and preferred shares redeemed

Adjustment for effect of a change in accounting principle that is applied retroactively (Note 1)
Basic EPS - Income from continuing operations applicable to common shareholders
Add: Operating partnership minority interests
Diluted - Income from continuing operations applicable to common shareholders
Number of Shares:
Basic - average shares outstanding
Effect of dilutive securities:

Stock options

Operating partnership minority interests

Restricted stock

Diluted - average shares outstanding

Per share data:
Basic earnings per share data:
Income from continuing operations applicable to common shareholders
income from discontinued operations
Cumutative effect of adoption of a new accounting standard
Net income applicable to common shareholders
Diluted earnings per share data:
Income from continuing operations applicable to common shareholders
Income from discontinued operations
Cumulative effect of adoption of a new accounting standard
Net income applicable to common shareholders

$177,826 $165,643 $96,042

84,642 73,932 3,429
(50,706)  (40,495) (27,058)
- (10,710) -
- - (5,544)
211,762 188,370 66,869
2,607 1,769 -
$214,369 $190,139 $66,869
96,638 81,903 63,807
997 1,131 954
1,308 1,078 -
81 76 76
99,024 84,188 64,837

$ 219 § 230 $ 1.05
0.11 0.01 0.04
(0.03) - -
$ 227 $ 231 $ 1.09

$ 217 $ 226 $ 103
0.10 0.01 0.04
(0.03) - -
$ 224 $ 227 $ 107
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Options to purchase 2.1 million, 2.9 million and 4.5 million shares of common stock were outstanding at December 31, 2004,
2003 and 2002, respectively (Note 16), a portion of which has been reflected above in diluted per share amounts using the treasury
stock method. Options aggregating 0.5 million were antidilutive at December 31, 2002 (none were antidilutive in 2003 and 2004)
and excluded from the computations.

Basic average shares outstanding do not include restricted shares totaling 202,198, 209,684 and 190,455 respectively, which
were not vested at December 31, 2004, 2003 and 2002.

For one joint venture where the joint venture partner has the right to convert its interest in the partnership to common shares
of the Company or cash, at the election of the Company, it is the Company's intent to settle the conversion, if any, in cash.

The exchange into common stock of the minority interests, associated with OP Units, was not included in the computation of
diluted EPS for 2002 because the effect of assuming conversion was antidilutive (Note 12).

The redemption of the $35 million Preferred OP Units, including those exercisable through the exercise of the warrant into
common shares, was not included in the computation of diluted EPS for 2002 because they were considered contingently issuable
through the redemption date (Note 13).

18. FEDERAL INCOME TAXES

The Company elected to be taxed as a Real Estate Investment Trust (“REIT") under the Internal Revenue Code of 1986, as amended,
commencing with its taxable year ended December 31, 1993. To qualify as a REIT, the Company must meet a number of organizational
and operational requirements, including a requirement that the Company distribute at least 90% of its taxable income to its stockholders.
it is management’s current intention to adhere to these requirements and maintain the Company's REIT status. As a REIT, the Company
generally will not be subject to corporate level federal income tax on taxable income it distributes currently to its stockholders. As the
Company distributed sufficient taxable income for the three years ended December 31, 2004, no U.S. Federal income or excise taxes
were incurred.

If the Company fails to qualify as a RE!T in any taxable year, it will be subject to federal income taxes at regular corporate rates
(including any alternative minimum tax) and may not be able to qualify as a REIT for the four subsequent taxable years. Even if the
Company qualifies for taxation as a REIT, the Company may be subject to certain state and local taxes on its income and property,
and to federal income and excise taxes on its undistributed taxable income. In addition, the Company has two taxable REIT subsidiaries
that generate taxable income from non-REIT activities and are subject to federal, state and local income taxes.

At December 31, 2004, the accompanying financial statement basis of assets and liabilities exceeds the tax basis by approximately
$78 million. At December 31, 2003 and 2002, the tax basis of assets and liabilities exceeds the accompanying financial statement
basis by approximately $37 million and $162 million, respectively.

The following represents the combined activity of all of the Company’s taxable REIT subsidiaries. The disclosure of the majority
of the amounts in 2003 and all of the amounts in 2002 relate to entities recorded on the equity method of accounting until
December 31, 2003 (in thousands):

For the year ended December 31,

2004 - 2003 2002
Book (loss) income before income taxes $(5,952) $(6,168) $3,941
Components of income tax expense {benefit)
are as follows:

Current:

Federal - (457) 1,691

State and local - (67) 249

~ (524) 1,940
Deferred:

Federal 366 (591) 351

State and local 53 (87) 51

419 (678) 402

Total expense (benefit) $ 419 $(1,202) $2,342
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The differences between total income tax expense or benefit and the amount computed by applying the statutory federal income
tax rate to income before taxes were as follows (in thousands):

For the year ended December 31,

2004 2003 2002
Statutory rate of 34% applied to pre-tax
(loss) income $(2,024) $(2,097) $1,340
Effect of state and local income taxes,
net of federal tax benefit (298) (308) 197
Valuation allowance (decrease) increase (1,226) 3,454 (1,432)
Other 3,967 (2,251) 2,237
Total expense (benefit) $ 419 $(1,202) $2,342
Effective tax rate (7.04%) 19.49% 59.43%

Deferred tax assets and liabilities of the Company’s taxable REIT subsidiaries were as follows (in thousands}:

For the year ended December 31,

2004 2003 2002

Deferred tax assets® $49,390 $48,706 $1,484
Deferred tax liabilities (3,863) (1,534) (1,177)
Valuation allowance® (46,225) (47,451) (1,264)
Net deferred tax liability $ (698) $ (279) $ (957)

{11 The majority of the deferred tax assets and valuation allowance is attributable to interest expense, subject to limitations, and basis differentials
in assets due to purchase price accounting.

Reconciliation between GAAP net income to taxable income is as follows (in thousands);

For the year ended December 31,

2004 2003 2002
GAAP net income $269,762 $240,261 $101,970
Add: Book depreciation and amortization® 38,999 34,725 34,142
Less: Tax depreciation and amortization® (31,066) (60,832) (25,219)
Book/tax differences on gains/losses from capital transactions (7,0086) (23,371) (600)
Joint venture equity in earnings, net®™ {64,578) (40,766) 8,084
Dividends from subsidiary REIT investments 32,997 37,750 3,500
Deferred income (2,085) (7,200) 1,926
Compensation expense 2,301 3,832 (4,410)
Legal judgment {9,190) 9,190 -
Miscellaneous book/tax differences, net (8,503) (8,589) 749
Taxable income before adjustments 221,631 185,000 126,142
Less: Capital gains (73,110) (73,572) (9,782)
Taxable income subject to the 90% dividend requirement $148,521 $111,428 $116,360

113 Depreciation expense from majority-owned subsidiaries and affifiates, which are consolidated for financial reporting purposes, but not for tax reporting purposes, is included in the reconcitiation
item *Joint venture equity in earnings, net.”

Reconciliation between cash dividends paid and the dividends paid deduction is as follows (in thousands):

For the year ended December 31,

2004 2003 2002
Cash dividends paid $226,537 $168,918 $122,841
Less: Dividends designated to prior year . (19,557) (3,475) (174)
Plus: Dividends designated from the following year 14,651 19,557 3,475
Less: Portion designated capital gain distribution (73,110) (73,572) (9,782)
Dividends paid deduction $148,521 $111,428 $116,360

Characterization of distributions is as follows (per share):

For the year ended December 31,

2004 2003 2002
Ordinary income $1.19 $1.05 $1.44
Capital gains 0.51 0.43 0.10
Unrecaptured Section 1250 gain 0.08 0.26 0.02
$1.78 $1.74 $1.56
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A portion of the fourth quarter dividends for each of the years ended December 31, 2004, 2003 and 2002 have been allocated
and reported to sharehotders in the subsequent year. Dividends per share reported to shareholders for the years ended December 31,
2004, 2003 and 2002 are summarized as follows:

Gross Capltal
2004 Date Ordinary Galn Total
Dlvidends Paid Income Distributions Dividends
4th quarter 2003 01/05/04 $0.18 $0.10 $0.28
1st quarter 04/05/04 0.31 0.15 0.46
2nd quarter 07/06/04 0.31 0.15 0.46
3rd quarter 10/04/04 0.34 0.17 0.51
4th quarter 01/06/05 0.05 0.02 0.07
$1.19 $0.59 $1.78
Gross Caplital
2003 Date Ordinary Gain Total
Dlvidends Paid Income Distributions Dividends
4th quarter 2002 01/06/03 $0.19 $0.14 $0.33
1st quarter 04/07/03 0.25 0.16 0.41
2nd guarter 07/07/03 0.25 0.16 0.41
3rd quarter 10/06/03 0.25 0.16 0.41
4th quarter 01/05/04 0.11 0.07 0.18
$1.05 $0.69 $1.74
Gross Capital
2002 Date Ordinary Gain Total
Dividends Paid income Distributions Dividends
4th quarter 2001 01/07/02 $0.34 $0.03 $0.37
1st quarter 04,/C8/02 0.35 0.03 0.38
2nd quarter 07/C8/02 0.35 0.03 0.38
3rd quarter 10/C7/02 0.35 0.03 0.38
4th quarter 01/06/03 0.05 0.00 0.05
$1.44 $0.12 $1.56
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19. SEGMENT INFORMATION

The Company has two reportable business segments, shopping centers and business centers, determined in accordance with SFAS
No. 131, “Disclosures about Segments of an Enterprise and Related Information.” Each shopping center and business center is
considered a separate operating segment. However, each segment on a stand alone basis is less than 10% of the revenues, profit or
loss, and assets of the combined reported operating segments and meets the majority of the aggregation criteria under SFAS 131.
At December 31, 2004, the shopping center segment consisted of 436 shopping centers including, 168 owned through joint
ventures, in 44 states aggregating approximately 71.0 million square feet of Company-owned GLA. These shopping centers range in
size from approximately 10,000 square feet to 750,000 square feet of Company-owned GLA. The business center segment consists

of 32 business centers in 11 states aggregating approximately 4.0 million square feet of Company-owned GLA. These business centers

range in size from approximately 10,000 square feet to 330,000 square feet of Company-owned GLA.
The table below presents information about the Company's reportable segments for the years ended December 31, 2004, 2003

and 2002 (in thousands).

Business Shopping

2004 Centers Centers Other Total
Total revenues $ 33,707 $ 565,226 $ 598,933
Operating expenses (11,158) (138,456) (149,614)
22,549 426,770 449,319
Unallocated expenses® $(307,375) (307,375)
Equity in net income of joint ventures 40,895 40,895
Minority interests (5,013) {5,013)
Income from continuing operations $ 177,826
Total real estate assets $264,615 55,338,809 $5,603,424
Business Shopping
2003 Centers Centers Other Total
Total revenues $ 34,246 $ 431,488 $ 465,734
Operating expenses (11,222) (106,945) (118,167)
23,024 324,543 347,567
Unallocated expenses®! $(229,476) (229,476)
Equity in net income of joint ventures 44,967 44,967
Gain on sale of joint venture interests 7,950 7,950
Minority interests (5,365) (5,365)
Income from continuing operations $ 165,643
Total real estate assets $266,104 $3,618,807 $3,884,911
Business Shopping .
2002 Centers Centers Other Totat
Total revenues $ 34,804 $ 311,897 $ 346,701
Operating expenses (11,089) (73,613) (84,702)
23,715 238,284 261,999
Unallocated expenses® $(177,156) (177,156)
Equity in net income of joint ventures 32,769 32,769
Minority interests (21,570) (21,570}
Income from continuing operations $ 96,042
Total real estate assets $276,425 $2,527,631 $2,804,056

11) Unallocated expenses consist of generat and administrative, interest income and interest expense, tax expense, other expense and
depreciation and amortization as fisted in the censolidated statements of operations.
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20. SUBSEQUENT EVENTS

In January 2005, the Company completed the acquisition of 15 Puerto Rican retail real estate assets, totaling nearly 5.0 million
square feet from Caribbean Property Group, LLC (“CPG"), at an aggregate cost of approximately $1.15 billion. The financing of the
acquisition was comprised of the Company's $250 million common equity offering in December 2004, $660 million of assumed debt
and $332 million of proceeds generated by sales of neighborhood grocery-anchored centers to joint ventures and other recent asset
sales, including $96.6 million of sales pursuant to the MDT Joint Venture.

Through March 15, 2C05, the Company sold an additional nine properties to the MDT Joint Venture for approximately
$284.2 million. The Company maintains an approximate 14.5% ownership in the properties. The Company will remain responsible
for all day-to-day operations of the properties and will receive its share of ongoing fees at prevailing rates for property management,
leasing and construction management, plus nominal one-time fees for financing and due diligence.

In March 2005, the Company repaid the $150 million on the Term Loan from borrowings on the Company’s Unsecured Credit
Facility.

21. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following table sets forth the quarterly results of operations, restated for discontinued operations, for the years ended December
31, 2004 and 2003 (in thousands, except per share amounts):

2004: First Second Third Fourth Total
Revenues $125,134 $148,738 $165,828
Revenues of sold properties transferred
to discontinued operations (1,952) (1,836} (1,801)
Revenues 123,182 146,902 164,027 $164,822 $598,933

Income before cumulative effect of
adoption of a new accounting standard 53,787 86,812 44,316 87,848 272,763

Net income 50,786 86,812 44,316 87,848 269,762
Net income applicable to common

shareholders 40,182 74,295 30,524 74,055 219,056
Basic:

Net income per common share $ 047 $§ 078 $ 030 $§ 072 ¢ 227

Weighted average number of shares 86,344 95,018 102,079 102,979 96,638
Diluted:

Net income per common share $§ 046 $ 077 $ 030 $ 074 $§ 224

Weighted average number of shares 87,646 97,415 103,030 105,264 99,024
2003: First Second Third Fourth Total
Revenues $101,907 $123,106 $123,411
Revenues of sold properties transferred

to discontinued operations (1,767) (2,921) (2,260)
Revenues 100,140 120,185 121,151 $124,258 $465,734
Net income 38,385 68,402 41,988 91,486 240,261
Net income applicable to common

shareholders 26,510 57,140 24,525 80,881 189,056
Basic:

Net income per common share $ 0.38 §$ 0.67 $ 0.29 % 0.94 $ 2.31

Weighted average number of shares 70,087 85,032 85,997 86,208 81,903
Diiuted:

Net income per common share $ 0.37 % 066 $ 0.28 $ 0.92 % 2.27

Weighted average number of shares 71,218 87,667 87,066 88,414 84,188
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Company’'s management is responsible for establishing and maintaining adequate internal control over financial reporting
as defined in Exchange Act Rules 13a-15(f). Management assessed the effectiveness of our internal control over financial
reporting based on the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO)
in Internal Control - Integrated Framework. Based on those criteria, management concluded that the Company’s internal
control over financial reporting was effective as of December 31, 2004.

Our management's assessment of the effectiveness of the Company's internal control over financial reporting as of
December 31, 2004 has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm,
as stated in their report, which appears herein.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

During the three month period ended December 31, 2004, there were no changes in our internal control over financial
reporting that materially affected or are reasonably likely to materially affect our internal control over financial reporting.
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To the Board of Directors and Shareholders of Developers Diversified Realty Corporation:

We have completed an integrated audit of Developers Diversified Realty Corpeoration’s 2004 consolidated financial
statements and of its internal control over financiai reporting as of December 31, 2004 and audits of its 2003 and 2002
consolidated financial statements in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Our opinions, based on our audits, are presented below.

Consolidated Financial Statements

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations and
comprehensive income, of shareholders’ equity and of cash flows present fairly, in all material respects, the financial position
of Developers Diversified Realty Corporation and its subsidiaries (the “Company”) at December 31, 2004 and 2003, and

the results of their operations and their cash flows for each of the three years in the period ended December 31, 2004 in
conformity with accounting principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based
on our audits. We conducted our audits of these statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit of financial statements includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Notes 1 and 2 to the consolidated financial statements, the Company, on April 1, 2004, adopted FIN 46R,
“Consolidation of Variable Interest Entities - an interpretation of ARB 51", as interpreted.

Internal Control Over Financial Reporting

Also, in our ¢pinion, management’'s assessment, included in the accompanying "Management's Report on Internal Controls
over Financial Reporting," that the Company maintained effective internal control over financial reporting as of December 31,
2004 based on criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO0), is fairly stated, in all material respects, based on those criteria. Furthermore,
in our opinion, the Company maintained, in ail material respects, effective internal contro! over financial reporting as of
December 31, 2004, based on criteria established in internal Contro! - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COS0). The Company's management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express opinions on management's assessment and on the effectiveness of the Company’'s
internal control over financial reporting based on our audit. We conducted our audit of internal control over financial reporting
in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. An audit of internal control over financial reporting includes obtaining

an understanding of internal contro! over financial reporting, evaluating management’s assessment, testing and evaluating
the design and operating effectiveness of internal control, and performing such other procedures as we consider necessary
in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company's internal control over financial reporting includes those policies

and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Cleveland, Ohio
March 15, 2005



PRICE RANGE OF COMMON SHARES (UNAUDITED)

The high and low sale prices per share of the Company’s comman shares, as reported on the New York Stock Exchange Composite
tape, and declared dividends per share for the quarterly periods indicated were as follows:

High Low Dividends

2004:

First $40.89 $32.26 $0.46

Second 42.55 30.80 0.46

Third 39.15 35.09 0.51

Fourth 45.85 39.05 0.51
2003:

First $24.65 $21.22 $0.41

Second 29.62 24.15 0.41

Third 30.25 28.00 0.41

Fourth 33.90 28.23 0.46

As of February 28, 2005, there were approximately 2,800 record holders and approximately 34,000 beneficial owners of the
Company's common shares.
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Alabama

Birmingham ... Brook Highland Plaza
Eastwood Festival Centre
Riverchase Promenade

Gadsden______ . East Side Plaza
Opelika______ . Pepperell Corners
Scottsboro.____ Scottsboro Marketplace

Arizona
Phoenix.___________ Ahwatukee Foothills Towne Center

Arrowhead Crossing
Deer Valley Towne Center
Paradise Village Gateway
Phoenix Spectrum Mall

Arkansas
Fayetteville__________ Spring Creek Centre
Steele Crossing
North Little Rock_____ McCain Plaza
Russellvile.___ __ Valley Park Centre
California
Lancaster__________Valley Central Shopping Center
Los Angeles________ Buena Park Downtown
CityPlace
Paseo Colorado
The Pike at Rainbow Harbor
Oceanside.._____ Ocean Place Cinemas
San Diego - . San Ysidro Village

San Francisco

_— 1000 Van Ness
Downtown Pleasant Hilt
Hilltop Plaza
Richmond City Center

Colorado

Alamosa_________ _Alamosa Plaza

Denver__________ Aspen Grove
Centennial Promenade
FlatAcres Marketcenter
Flatiron Marketplace
Parker Pavilions
Pioneer Hills
Tamarac Square
University Hills

Fort Collins__.______Mulberry and Lemay Crossings

Connecticut

Hartford __________ Connecticut Commeons
Florida

Crystal River . Crystal River Plaza

Daytona Beach______ Volusia Point Shopping Center

Englewood_.______ Rotonda Plaza

Jacksonvilie — Arlington Road Plaza

Jacksonvifie Regional

The Village Shopping Center

Lakeland____.____Highland Piaza
Lantana___________ Meadows Square
Marianna___._________The Crossroads
Melbourne___..._____Melbourne Shopping Center
Naples . Carillon Place
Ocala___ __  Ocala West
Orlando . Fern Park Shopping Center
Oviedo Park Crossing
Ormond Beach_______Ormond Towne Square
Pensacola .. Gulf Breeze Marketplace

Palafox Square

Pensacola Marketplace
Tallahassee ———_Capital West
Tampa_.___________Horizon Park

Kmart Shopping Center

Lake Brandon Plaza

Lake Brandon Village

Mariner Square

North Pointe Plaza

Pasco Square

Point Plaza

Tarpon Square

The Shoppes of Boot Ranch
Town N' Country Promenade

Georgia
Athens___ __ Athens East
Atlanta__________ Chamblee Plaza
Cofer Crossing

Atianta (cont)

Canton
Cartersville
Columbus
Cumming
Douglasville
Ft. Oglethorpe
Griffin
Lafayette
Lawrenceville
Loganville
Macon
Madison
McDonough
Newnan
Suwanee
Woodstock
Idaho
Boise
Idaho Falls
llinois
Chicago

Decatur
Harrishurg
Mount Vernon

Indiana

Bedford
Connersville

Highland (Chicago)

Lafayette

lowa
Cedar Rapids
Ottumwa
Kansas
Kansas City

Wichita

Kentucky

Florence
Frankfurt
Lexington

Louisville

Maine
Brunswick

Maryland
Salisbury

Massachusetts
Boston

Michigan
Bad Axe
Cheboygan
Chesterfield
Detroit
Gaylord
Grand Rapids

Houghton
Howelt

Five Forks Crossing
Freeway Junction
Perimeter Pointe

Pleasant Hill Plaza
Shannon Square
Stockbridge Pike Nurseries
The Shops at Turner Hill
Town Center Prado
Riverplace

Felton's Crossing

Bradley Park Crossing
Cumming Marketplace
Douglasville Marketplace
Fort Oglethorpe Marketplace
Ellis Crossing

Lafayette Center

Five Forks Village

Midway Plaza

Warner Robins Place
Beacon Heights
McDonough Marketplace
Newnan Crossing

John's Creek Towne Center
Woodstock Place

Meridian Crossroads
Country Club Mall

Deer Park Town Center
Home Depot Center
The Shops at Kildeer
Woodfield Village Green
Decatur Marketplace
Arrowhead Point

Times Square Mall

Town Fair Center

Whitewater Trade Center
Highland Grove Shopping Center
Park East Marketplace

Northland Square
Quincy Place Mall

Cherokee North Shopping Center
Devonshire Village

Merriam Town Center

Overland Pointe Marketplace
Ten Quivira

Town Center Plaza

Eastgate Plaza

Turfway Shopping Center
Eastwood Shopping Center
Carriage Gate

North Park Marketplace
South Farm Marketplace
Outer Loop Plaza

Cook's Corner

The Commons

Gateway Center
Shoppers World

Huron Crest Plaza

Kmart Plaza
Chesterfield Marketplace
Bel Air Center

Pine Ridge Square
Grandville Marketplace
Green Ridge Square
Copper Country Mall
Grand River Plaza
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Michigan (cont.)

Lansing________ The Marketplace at Delta Township
Mt. Pleasant.______ Indian Hills Plaza
Sault St. Marie______ Cascade Crossing
Minnesota
Bemidji______ Paul Bunyan Mall
Brainerd Westgate Mall
Hutchinson______ Hutchinson Mali
Minneapolis________ Eagan Promenade

Maple Grove Crossing
Riverdale Village

St.Paul _________ Midway Marketplace
Worthington Northland Mall
Mississippi
Gulfport . Crossroads Center
Jackson_______ Metro Station
The Junction
Oxford______ Oxford Place
Starkville _ _ Starkville Crossings
Tupelo_____ Big Oaks Crossing
Cross Creek Shopping Center
Missouri
Fenten______ Fenton Plaza
Independence____ __ Independence Commons
Kansas City___________ Brywood Center
Ward Parkway
Springfield . Morris Corners
St. Louis_________Gravois Village Plaza
“Jefferson County Plaza
Keller Plaza
Olympic Oaks Village
Plaza and Shoppes at Sunset Hill
Promenade at Brentwood
Southtown Centre
St. John Crossing
Nevada
Las Vegas_______ _ Family Place at Las Vegas
Reno______ Reno Riverside
New Jersey
Mays Landing________ Hamiiton Commons

Wrangleboro Consumer Square
Mt. Laurelphiladetphiz)__ Centerton Square

Princeton________ _ Nassau Park Shopping Center
Trenton__________ Hamilton Marketplace
West Long Branch_____ Monmouth Consumer Square

New Mexico

Los Alamos___________Mari Mac Village

New York
Atbany__ __ Mohawk Commons
Buffalo_________ Barnes & Noble - Transit Road

Bi's Plaza — Hamburg

Borders Books - Walden
Boulevard Consumer Square
Boulevard Place

Burlington Plaza

Crossroads Centre

Delaware Consumer Square
Del-Ton Plaza

Dick's — Maple Road

Eastgate Plaza

E'mwood Regal Center

Hamburg Village Square

Home Depot Plaza — Niagara Falls
Home Depot Plaza — West Seneca

Home Depot Plaza/McKinley Milestrip Plaza

JoAnn Plaza - Transit Road
Marshalls Plaza

McKinley Mall Qutparcels
Mid-City Plaza

Office Depot Plaza

Pine Plaza

Premier Place

Seneca Ridge Plaza
Sheridan/Delaware Plaza
Sheridan Harlem Plaza
Springvilie Plaza

Thruway Plaza

" Buffalo (cont,)

Canadaigua
Cortland
Dansville
Elmira

Ithaca
Jamestown

Norwich
Clean
Plattsburgh
Rochester

Rome
Syracuse

Utica

Warsaw

North Carolina

Asheville
Durham
Fayetteville
Hendersonville
Indian Trail
Maoresville
New Bern
Rateigh
Washington
Waynesville
Wilmington

North Dakota
Dickinson
Grand Forks

Chio
Akron
Ashland
Ashtabula
Bellefontaine
Boardman
Canton
Chillicothe
Cincinnati

Tops — Medina

Tops - Niagara Falls Boulevard
Tops — Portage Reoad

Tops — Tonawanda

Tops — Unien Plaza

Tops D&L Plaza

Tops Plaza — Alden

Tops Plaza - Arcade

Tops Plaza - Transit Commons
Tops South Park Plaza

Transit Wehrle Center

Union Consumer Sguare

Union Road Plaza

University Plaza

Walden Consumer Square
Walden Place

Wal-Mart/Tops Lockport

- Wegmans Plaza

Williamsville Place
Youngmann Plaza

Tops Plaza

Tops Plaza - Cortland
Tops Plaza - Darsville
Big Flats Consumer Square
Tops Plaza — Elmira

Tops Plaza Ithaca
Southside Plaza

Tops Plaza — Jamestown
Tops Plaza - Norwich
Wal-Mart Plaza - Olean
Plattsburgh Consumer Square
Batavia Commons

Bl's Plaza

Culver Ridge Plaza
Henrietta Jefferson Plaza
Henrietta Plaza

Kmart Plaza - Chili
Panorama Plaza
Ridgeview Place

Tops Plaza - Avon

Tops Plaza - Batavia
Tops Plaza — Hamlin
Tops Plaza ~ LeRoy

Tops Plaza - Ontario
Victor Square

Westgate Plaza

West Ridge Plaza
Freedom Plaza

Bear Road Plaza

Chuck E. Cheese

Dewitt Commons
Michaels — Dewitt

New Hartford Consumer Square
Tops - Kellogg Road
Tops - Mohawk Street
Tops Plaza - Warsaw

River Hills

Oxford Commons

Cross Pointe Centre
Eastridge Crossing
Union Town Centre
Mooresville Consumer Square
Rivertowne Square -
Beaver Creek Commons
Pamlico Plaza

Lakeside Plaza
University Centre

Prairie Hills Mall
OfficeMax

Stow Community Center
Claremont Plaza

Tops Plaza

South Main Street Plaza
Southland Crossing
Belden Park Crossings
Chillicothe Place
Glenway Crossing

HH Gregg




Cleveland ___Barrington Town Center
Elyria Shopping Center
Kmart Plaza (W. 65th)
Macedonia Commons
The Plazas at Great Northern
Uptown Solon
West Bay Plaza

Columbus . Consumer Square West

CVS Center

Derby Square

Dublin Village Center

Easton Market

Lennox Town Center

Perimeter Center

Sun Center

The Shoppes at Turnberry
Dayton___ North Heights Plaza
Gallipolis Gallipolis Marketplace
Hillsboro ___Hillsboro Shopping Center
Lebanon.._____.__ __ Countryside Place
Tiffin Tiffin Mall
Toledo_____ Dick's Sporting Goods

Springfield Commons
Wilmington South Ridge Shopping Center
Xenia______ Westpark Square

Oregon

Portland Tanasbourne Town Center

Pennsylvania

Allentown —BJ's Plaza
West Valley Marketplace
Erie___ Erie Marketplace
Peach Street Square
Tops Plaza
Philadelphia — Kmart Plaza
Pittsburgh ____Township Marketplace

South Carolina

Camden __Springdale Plaza
Charleston — Ashiey Crossing
North Charleston Center
North Pointe Plaza
Wando Crossing
Columbia Harbison Court
Greenville —_ Fairview Station
Orangeburg — North Road Plaza
South Anderson____ Crossroads Plaza
UnioR e West Town Plaza
South Dakota
Watertown — Watertown Mall
Tennessee
Brentwood - Cool Springs Pointe
Chattanooga ___ Overlook at Hamilton Place
Columbia Columbia Square
Johnson City_____.____Johnson City Market
Knoxville __ Farragut Pointe
Memphis ___ Country Bridge
Murfreesboro . Memorial Village
Towne Centre
Nashville Hendersonville Lowes
Northcreek Commons
The Marketplace
Texas
Austin______ The Shops at Tech Ridge
Dallas_____ Frisco Marketplace
Lakepointe Crossings
MacArthur Marketplace
McKinney Marketplace
The Marketplace at Town Centre
Ft. Worth — Bridgewood Marketplace
Eastchase Market
Fossil Creek
San Antonio ____Bandera Pointe
Utah
Logan._______ Family Place at Logan
Ogden.______ Family Center at Ogden - 5 Point
Qrem_______ Family Center at Orem
Salt Lake City._______ Family Center at Fort Union

Family Center at Midvalley
Family Center at Riverdale
Family Place at 3300 South

Vermont
Berlin
Virginia
Fairfax
tynchburg

Martinsville
Pulaski
Richmond

Winchester

Washington
Seattle

West Virginia
Huntington

Wisconsin
Milwaukee

Puerto Rico
Arecibo

Cayey
Fajardo
Guayama
Humacao
Isabela

San German

San Juan

Vega Baja

Berlin Mall

Fairfax Towne Center
Candlers Station
Fairview Square
Liberty Fair Mall
Memorial Square
Bermuda Square
Genito Crossing

Apple Blossom Corners

Puget Park Shopping Center
Totem Lake Malls

Barboursville Center

Brown Deer Center
Marketplace of Brown Deer
Point Loomis

Shoppers World of Brookfield
West Allis Center

Plaza del Atlantico
Plaza del Norte
Plaza Cayey
Plaza Fajardo
Plaza Wal-Mart
Plaza Paima Real
Plaza Isabela
Camine Real
Plaza del Oeste
Plaza del Sol
Plaza Escorial
Plaza Rio Hondo
Rexville Plaza
Seficrial Plaza
Plaza Vega Baja

Service Merchandise Locations

Alabama Huntsvilie Louisiana
Arizona Glendaie
Mesa
Mesa
California San Francisco Maine
Connecticut Danbury Massachusetts
Manchester
Delaware Dover Michigan
Florida Bradenton Mississippi
Ocala Nevada
Orlando New Hampshire
Pembroke Pines New Jersey
Pensacola
St. Petersburg New York
Stuart North Carolina
Tampa Oklahoma
W. Melbourne Pennsylvania
Geotrgia Duluth South Carolina
Macon Tennessee
Morrow
Hlinois Burbank
Crystal Lake Texas
Downers Grove
Lansing
Schaumburg
Waukegan -
Indiana Castleton
Evansville
Kentucky Lexington
Louisville Virginia
Louisville
Owensboro
Paducah

Baton Rouge
Bossier City
Houma
Metairie
Augusta
Burlington
Swansea
Westland
Hattiesburg
Las Vegas
Salem
Paramus
Wayne
Middletown
Raleigh
Warr Acres
Wilkes-Barre
N. Charleston
Antioch
Franklin
Knoxville
Arlington
Baytown
Beaumont
Longview
McAllen
Richardson
Sugar Land
Tyler
Chesapeake
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Board of Directors

Scott A. Wolstein

Chairman of the Board,
Chief Executive Officer,
Developers Diversified Realty
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Terrance R. Ahern
Principal,
The Townsend Group

Dean S. Adler
Principal,
Lubert-Adler Partners, L.P.

Mohsen Anvari

Director, Institute for

Corporate Governance at

Case Western Reserve University’s
Weatherhead School of Management

Robert H. Gidel
Managing Partner,
Liberty Partners, LP

Victor B. MacFarlane
Managing Principal,
MacFarlane Partners

Craig Macnab
Chief Executive Officer,
Commercial Net Lease Realty



Officers Scott A. Wolstein
Chief Executive Officer and
Chairman of the Board

David M. Jacobstein
President and Chief Operating Officer

Daniel B. Hurwitz
Executive Vice President

Scott D. Roulston
President and Chief Executive Officer,
Fairport Asset Management, LLC

Barry A. Sholem
Principal,
MDS Capital, L.P.

William B. Summers, Jr.
Non-Executive Chairman,
McDonald Investments Inc.

Joan U. Aligood

Senior Vice President of
Corporate Affairs and
Governance

Richard E. Brown
Senior Vice President of
Real Estate Operations

Timothy J. Bruce
Senior Vice President of
Development

William H. Schafer
Senior Vice President and
Chief Financial Officer

Steven M. Dorsky
Vice President of Leasing -
Northeast Region

David Favorite

Vice President of
Property Management -
Community Centers

Susan Hennessey
Vice President of
Human Resources

John S. Kokinchak

Vice President of
Property Management —
Specialty Centers

Michelle Mahue Dawson
Vice President of
Investor Relations

Lorraine McGlone
Vice President of
Information Technology

Joseph G. Padanilam
Vice President of

Acquisitions and Dispositions

Anthony Vodicka
Vice President of Leasing -
Western Region

Robin R. Walker-Gibbons
Vice President of Leasing -
Southeast Region

David E. Weiss
Vice President and
General Counsel




SHAREHOLDER INFORMATION

Legal Counsel
Baker & Hostetler LLP
Cleveland, Ohio

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP
Cleveland, Qhio

Transfer Agent and Registrar
National City Bank
Corporate Trust Operations
P.0. Box 92301
LOC 5352
Cleveland, Ohio 44193-0900
1-800-622-6757

Form 10-K
A copy of the annual report filed with the Securities and Exchange Commission on Form 10-K is available,
without charge, upon written request to Michelle M. Dawson, Vice President of Investor Relations at the
Company’'s Executive Offices at the address shown below or on our Web site.

Annual Meeting
May 10, 2005, 9:00 a.m. .
The Company's corporate offices

Corporate Offices
Developers Diversified Realty
3300 Enterprise Parkway
Beachwood, Ohio 44122
216-755-5500
www.ddr.com

CEOQ AND CFO CERTIFICATIONS

In 2004, DDR's chief executive officer (CEO) provided to the New York Stock Exchange the annual CEO certification regarding DDR's
compliance with the New York Stock Exchange’s corporate governance listing standards. In addition, DDR's CEO and chief financial
officer filed with the U.S. Securities and Exchange Commission all required certifications regarding the quality of DDR’s public
disclosures in its fiscal 2004 reports.
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